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AUDITORS' REPDORT 7O THE SHAREHOLDERS
DF SASKATCHEWAN WHEAT POOL

We have audited the consolidated balance sheets of Saskatchewan Wheat Poo) as at july 31, 2003
and January 31, 2003 and the consolidated statements of earnings and retained earnings and cash
flows for the six months ended January 31, 2003, six months ended July 31, 2003 and twelve
months ended July 31, 2002. These financial stglements are the rasponsiblllty of the company's
management. Our responsibility is to express an opinlon on these financial statements based on
our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those
standards require that we plan and perform an audit 1o obtain reasonable assurance whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
Includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. '

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financig) position of the company as at July 31, 2003 and January 31, 2003 and the resulis of its
operations and its cash flows for the six months ended July 31, 2003, slx months ended January
31, 2003 and wwelve months ended July 31, 2002 in accardance with Canadian generally accepted
accounting principles.

Regina, Saskatchewan &Q‘,\&L % '_E:.-AM_ LAP .

Deloitte & Touche LIP
October 22, 2003 Chartered Accountanis

MAMAGEMENT'S RESPONSIBILITY FOR FINANCIAL STATEMENTS

The management of Saskatchewan Wheat Pool is responsible for the reliability, integrity and
objectivity of the accompanying consolidated financial statements and annual report. The financial
statements have been prepared in accordance with Canadian generally accepted accounting
principles. Where necessary, the statements include amounts that are based on informed
Judgements and estimates by management.

To assist management In fulfilling its responsibilities, a system of internal accounting controls has
been established to provide reasonable assurance that the consolidated financial statements are
accurate and reliable and that assets are safeguarded. Internal accounting and operating control
palicies and procedures are continually evaluated by management of the company. Management
receives assistance in evaluating these controls, policles and procedures through an angoing
review by Internal audit staff of the company.

The Board of Directors is responsible for approving the annual financial statements. The Board has
delegated certain responsibilitles to the Audit Committee, including the responsibility for reviewing
the annual and quarterly financial statements with management, Internal auditors and external
independent auditors on matiers relating to the financial reporting process.

' These financial statements have been audited by the shareholders’ auditors, Deloitte & Touche LLP,

and their report is presented separately.

e Lo N

Mayo M. Schmidt Lyn L. Kristoff

Chief Executive Officer Vice-President, Finance
and Corporate Controller

October 22, 2003




SISRATCHEWAN WHEAT POOL

(in'thousands) |-z ST

CONSOLIDATED BALANCE SHEETS

FLITL e Ly sy 3t

LI 2003 2003

ety T = LU - A“‘-.;:.:_""-——“' (NDtEQ)

s LT e — . (mstated)
ASSETS . TEn SRS e
Current Assets -+~ cs = -

. Cash - U $ 1882 3 2.382

;. Cash in trust (NotP. 24d) L oimrwe L - = - 487 - 13,898

. .. Short-term investments ; ) 45,615 : 29,088

" * Accounts receivable (Notes 3m and 4) " 222,137 . 195,729

" Inverttories (Notes 3m and 5 . - 115,972 . -185,227

“Prepaid expenses 7 " -~ ~ e T - T 9973 © T ......BA488

" Future i income taxes {Note lscL ST - 1,624 - 782

Lo oD 397,690 - - 435,575

Investrnents (Note 6) - ".

e -"4,845

Property, Plant and Equlpment (Note 7) =TT "314.413
Other Long-Term Assets (Note 8) . TRl . =T ATB
Future lncome Taxes (Note 18:) -- R i - - ~ . '80,324 T 780,324
- $784 005 ----  $842,733

LlABlLITIES AND SHAREHOLDERS' EQUITY,:: B
Current Liabilities .. . . -
" - Bank |ndebtedness (Note 9) -
.-Shart-term borrowings (Note 9)
-.Members' demand loans (Note 10)
- Members' Class A shares (Note 11) 7 _ ;
" Accounts payable and accrued hablhtles

LungLerm deb due wnhm one yeL(Note 12) i

Long—Term Deht (Note 12) . 0
Other Long-Term Llabilities’ (Nate 13)

Future Income Taxes (Note 18¢) ‘ S ST T A e i
NorContralling Interest ~~  ~ ~-w..... .0 T LT e DT T 54"
. o N 621229 664132'

Shareholders' Eqiity © —- - . ST
Share capital (Note’ 14)
_Contributed surplus -__ .. .

:"Convertible subordinated notes eqmty companent (Note 15) T

Retalned eamlngs Lef|c|t)

:""“" 22 335

130 663 '_',‘“ '_—--—“ 156 266'
“lrgeg T

162,776 178.601

5784005 o

Commitments, contingencies and guarantees (Note 24)

On behalf of the Board of Directars

Manvin D, Wiens
Director

"'$842,733

A F e

Gary Colter
Director

25




S4SKATCHEWAM WHEAT POOL CONSOLIDATED STATEMENTS GF EARNIMGS AND RETAINED EARNMINGS

26

(in '_thqyserrd's)_m.._' et T T T “ B I Pre-reoreanization * "

TS Months Six Months ~ - Twelve Manths
. Ended July 31 Ended January 31 Ended July 31 -

?(r).R.’IHE'PER.I_D-B:EN-DED'n. RS RN TN e 008 L. 2003 2002

_Gross Blllmgs e T L - . -
Grain sales andservu:e revenue .. ... T ... - . §255967 .. $496,805 . $ 917240
Sales and service revenue - other seg[nents SR ' 427700 . 217,725 1,086,291

L L '.,(restated) < (restated)

.. Sales and serylce revenues v - : . 683,667 - 714530 - 2,003,531

- CanadlanWheatBoard gmssbllllngs(Note3m) coe e 264181 S 255717 T77875°

Gross Brlhng ) - $ 947848  $970247 - 32,781,406

Sales sid Other Operafing Reventes .~ = .. o o e DU e e LT
Z.._ Sales and serviee revenues . 77T T :.;;'_:"$_683,667 7t $ 714,630 7 52,003,531
Canadlan WheatBoardtanﬁs T e -14,279 " -- 16,668 ~— - ---50,149 -

.Cost of Sales and Etpenses e
" "Cost of sales and operatmg expens&s cmm
"._:"Sellmg and admlmstratwe expenses UL T 27 204 ..24,519 e "75 526
. - Amortization_ - ) T
Loss on disposals (Note 19) R I GREITIT -
- Restructurmg and other pmvrsrons (Note 20 et TR

L. e i J697946__ 731198 2,053,880

L L 653124 .- 710,089 - n '1964342'.

T 12 5'!'3___-__ _ 25 793 ' T UUT0,937 0
: 17,

" 754360

Eamlngs (Loss) Before tha Undernoted

= _ - - i 692 901 : 760 381 2, 123 771

] Tt 0a5 (29, 183) (70 091)'

Non—controll ngl terest recovery T e S '53' -1.233- o 857'

Eammgé "(Loss) Before |nterest and Taxes

T 5098 ":(27.9505"' (59 224)

Interest expanse (Note 7). e 23 807" .l..23680 71l 5IT6L’

Loss Before Corporate Taxes -

Securmzatlon expense. (Note 17b) B 3,016- . 7796

e SRS ""‘.2."(13 7dé)_ (54 616) (134 781)

Net Loss - ,: '. N

~Recoveryofcorporatetaxes (Note 183) e 2800 77 20,180 T 42,622

LT T (15909) @ase) ¢ -(@2159)

Retained Earmngs (Defclt), Begmning ofPenod' T B "(534,422) . BT

Accretlon ofeqmty componentofconvertlhle T " -

subordmated notes (Notes 14b and 15) S (11 479) - L

Retamed Earmngs (Def‘cut) End of Parlod ) S $ (27388) s(ss 858) " 5 |(54,422)

Basrc and Diluted Eamings (Loss) _ o — e R ST e
PerShare (Note 14b) : T - . § ""(0.27) . $ "(0.92) - (2.48)




SASKATCHEWAN WHEAT POOL

(in thousands) . .. . 1T L. L m e et T S pramorganization T o
core L "'_"__'_"'.'""' e meEEEID ~ Six Morrths .7 Six Months_ .”.;T Twelve Montns
S Ceee T e Ended July 31 - Ended January 31 ...~ Ended July 31
FORTHEPERJOD ENDED""' C - LT 2003 T 2003 T Y2002 -
R o L. .-..._. R LT R [restated) S ) (mstated)

Cash From (Used in) DperatlngAunwbe.s T e T T e : ' ]
Netjoss .. . . T <77 8(15,909) T .$(34,436) - $(92,159)
Add (deduct) items notlnvolvmg cash I T -
- . Amortization” . . T Il e T 12 573 25,793 . 70,937

- - Loss 61 disposals (Noté 19) - PR . L. - 17806
_ Future income laxes recuvery(Note 183) (1 747) o 722,827 - .7 (48,482)
" Pension - == e e - 1983 - - 77 760 - (B,552)

* Interest aecretion and bank refmancing amort:za’uon T 5.693 .7 58167 T 12,048
~ Nonconuolling interest recovery  *~ 7L (63) = -7 -(1,233) ~ ITIi(867)

" --- Other jtems and provisions R s w318 T - e=77y T - 48,145
Cash flow from (used in} opemtmns Tttt 1856 s A,(26,404)' T ...(3,32_61

Chang&s in non-cash workmg capn;al lIemS — el e T
- - “Accounts receivable 7" . T (32 205) 27704 S 192 915’
i ~.. Securitization of accounts recelvahle - O oo, (8,8T5) - (123,555)
" Inventories .- . . e e -_-__""“' R E -)- 107 : 853 712,991

= Securitization of inventorles - . I £ 1
“I.Accounts payable™ " - L 7(24,303)
--~- Prepaid expénses T - - 2412
Changes in non-cash working capital - 67911

Cash from (used in) operating activiies - 20029 o (17689) 84,585

Cash From (Used in) FinanCIng AEUVIUBS MR T T e el
_Proceeds of longtermdebt =~ - - . AT 72 969 5488
i~z Rapayment of long-tefm debt’ 7 me-t T - (11, T66) Zomre e (2, gas) (227 363)

) "Pfﬁc'ééc'l's (repayment) of shart-term borrowings™ - - (29 253) "ii 917 -~ -—_.._. (135)

.. Increase (repayment) of members demand Inans ... 2,987 (18 446) (10 580)

7,-'_,.. *Repayment of members' shares -+ . e —-[6) {11) - . (7
-Decrease in other long-term Ilab|lmes T T (1, 716} - (260) _ (a358)

Cash from {used m) flnanclng actmtjes nua T = (39 754) - 56 203 (236.,955)
Cash From (Used in) lnvasting Activities .. . .. UTSTEL L - ELLT DL T ITIL

(2426) _.?_""'(3357) wie o (12,388)
1390 .. 12,752,

Pmperty plant and equipment expenditures
" Proceeds on sale of property, plant. and equnpment

::Divestitures (Note 18) = = - LATTEFETLL LS SR TE SR 153 622
. ‘Decrease (increase) in cash in Lrust (Note 24d) T '-'13,411_ T “(13 898) LT -
.~ Decrease ininvestments T o oL 378 -3,168 ': ."”"l""2,553_

JIncrease in other longterm assets ™ ... UL L (101) T —‘-(6,201L‘ T (1.228)
Cash from (usedm) mvestlng acuwtles ) - - - 23.234 .- .- {18R98) - 155,312
Increase (Decrease) In Cash and Cash Equlvalents o '; 3 509 ..j1§',616 R "'(.17,-0.58.)
Cash and Cash Equwalents aegyng of Period - o ig96 . li.' @3, 820) - 13,238°
Cash and Cash Equivalents, End 6f [ $ 19 305 .$ 15,796 - $ (3 820)
Cash and ca;l'u'e;n]&alenrsconslst nfcash shnr.t-tl;rmlnvestments and bank!ndehtednesa - T _ LT
Supplementaldlsclosure of cash (paid) recovered dunngthe year T T R
TTnterest . S L TR (27250) TI(1L439) T (44 ,9248)
e j.Securmzahon e e - -..-(3,018) . . .. (8,398)

N CY T SRyt —
i
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1. NATURE OF BUSINESS

Saskatchewan Wheat Pool (the company), which is
incorporated by a Special Act of the Saskatchewan
Legislature, [s a vertically integrated diversified
company engaged in agri-business. The company’s
business operations include grain handling and
marketng, agri-products sales, agrl-food processing,
and livestack production and marketing. The company
operates as a publicly traded co-operative and as such
conducts a slgnificant portion of its business activities
with its shareholder members. '

Weather conditions are the primary risk in the agr-
business industry. Grain volumes, grain quality, the
level and miix of crop inputs, and, ultimately, the
financial performance of the company are highly
dependent upon weather conditions throughout the
crop production cycle. Earnings are seasonal, with the
fourth quarter traditionally being the strongest quarter
for the company.

2. FINANGIAL REORGANIZATION AMD
BASIS CF PRESENTATION

Financial Reorzanization

On October 24, 2002, the company announced its
intention to fund its long-tern business plan by
festructuring its senior secured debt and obtaining new
cradit facilities. An arrendment to the existing credit
agreement was signed, which established new financial
covenants, and the company began the ptocess of debt
restructuring with its banks and medium termn
noteholders. A preliminary restructuring and refinancing
proposal received support from the banks on January 3,
2003, but was not endorsed by an ad hoc group
representing a portion of the medium term noteholders.

" On February 3. 2003, the company amended its

restructuring proposal; the banks supported the
amendment On February 4, the medium term
noteholders voted to approve the amended capital
restructuring proposal. This proposal provided for the
two existing series of medium term notes (MTNs}, along
with $105 million of bank term debt, to be exchanged
for two new series of notes: (i) $150 million of senior
subordinated notes and (ii) $255 million of convertible
subordinated notes. The convertible subordinated notes
includes holder conversion options at any time prior to
November 30, 2008. The company's option to canvert
can be made on November 30, 2008. The proposal
also stipulated changes to the company's govemance
structure, Including the appointment of four

independent directors, and closer alignment with
Toronto Stock Exchange recommendations.

Subsegquent to the January 31, 2003 guarter-end, the
company successfully concluded its financial
restructuring initiative. There were no significant changes
from the propasal approved In early February. Upon
closure, both series of MINs totaling $300 million, along
with $105 million of bank term debt, were exchanged
proportionately for two new series of notes and
22,938,037 Class B shares of the company.

Besis of Presantation - Fresh Stari Acccuniing

The company has accounted for the financial
recrganization by using the principles of comprehensive
revaluation (fresh start accounting) as requited under
Canadian Generally Accepted Accounting Principles
(GAAP). For accounting purposes, the company has
used an effective date of January 31, 2003. Fresh start
accounting necessitated the revaluation of all assets
and liabilitles of the company at estimated fair values
and the elimination of the company’s deficit. The
autcome of this revaluation exercise reflects, in
essence, a "fresh start” for the company.

At January 31, 2003, the book value of substantially all
current assets and current liabilities appraximated fair
value. The following assets and ligbilities required
restatement to fair values,

i. Property, plant and equipment - at the fair value
supported by future anticipated cash flows

ii. Goodwill and pre-operating costs - at nil in
accordance with GAAP

fii. Pension and other employee future benefit plans -
at values determined by an independent actuary

iv. Senior subardinated nates - at current trading
value

v. Debt comporient of convertible subordinated
notes - at present value of estimated interest
payments gssociated with 2006-2008 fiscal years

vi. Future income taxes - at amounts more likely than
not 1o be realized over periods not exceeding five
years

vii.

Unamortized portion of the casts associated with
current and prior lending arrangements reflected
as long-term assets - at nil

viii, Unarnortized portion of the costs associated with
prior lending arrangements refiected as prepaid
expenses — at nil '
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ix. Costs of restructuring - written off through the
fresh start adjustment

x. Agri-products equipment inventory - at selling
prices less dispasal costs

An equity value of $178.6 million was calculated in
order to establish the January 31, 2003 fresh start

consolidated balance sheet The equity value reflects

0 tnausangs of Canadian dallzrs. cicenl 83 natng

management's estimate based on the trading value
of the company’s Class B shares combined with an
estimate of the fair value of the non-debt component
of the company's convertible subordinated notes,

The following table summarizes the adjustments
recorded to implement the reorganization and to
reflect the fresh start basis of accounting as at
January 31, 2003.

- - ~ 77 _ Prorto_ Reorpanization :-——: - Fresh Start -, Alter
Renrganimrlon ‘Ad]usiments' *  Adjustments - Adjustments

CurrentAssets * ... ...7. . L7 _un. Z_. . T e ToeRTE S o z
“cash - e e S8 2382 T8 - -3 - $ - 2,382
_ Cashintust i T 13,898 - s o e m_... .. 13898
- -Shortterm investments - - = .l.-.. 29,0B8

" Accounts receivable

S 81,439 .

CTia2s0(@) L

Ulnventories .. e TlRTE L L millmis 185,728 e

— Prepaid expenses -~ - - - e e .. 30995 DT -

~:Future income taxes i 8205 & = - E-sEmosmELmme

N— - 331,735 "~ 114,290 - -- (10,850) .- 835,575
Inyastments T ; Ll e (2599)." 4,945
Property, Plant and Eqmpment R ~---611 428 —

Other LongTerm Assels T 141,354 T —-8995((:)
Future Income Taxes -~ =t Y568 T UL e e,

T C $1,169,630 . $123, 285 - 5(450 182) 5842 733
LIABILITIES AND SHAREHDLDERS' EQUIT'( . L L
Current Lisbilities . : o B SIS L S

Banklndebtedness T T 710,61 LS e $° 15,674

“Sharkterm bormwings ™~ 7 T L Ll Ll e .- 7,884.1 114, 290(a) 122,174

- ‘Members’ demand |oans R L - 6173 - - 6,178

- Members' Class A shares_ : . U e 1,797 1,797

. A¢counts payable and accrued uab:htues T 173 489 7995 (:) smmmomnminoat. 181,484

Longterm debtdue within uneyear : .. 7155 . - o 71557

TN AR 210380 122235.-..-...»-.-. 1757+ 334,262 .

LongTerm Debt - . 533 881 (105 000)(b) 792 273 407
IR e (300,000)(b) e

. - . - ""'*'150000(!3) Il (23 500)

o i . LT --22,234(0) e
Other, Long-Term habllltles - -2 -45922 - .-+ 4,000(c) T 375,,‘_'_, T a7300
Future Income Taxes ° LT ST 10470 1T T e -(1,581) . 8,909
Non-Contralling Interest ~ ="~ - = .. - -5 . .. ...z o Tt 64

T 800,707 - (109,481) .. (Z1094) 664,132
Shareholders' Equity e TR ORI L .
- Share capital o 457,781 . 8437(b)' _.(457,781) - 22,33§
e - © 13848 "

"' Convértible subordinated nate - eqmty componen; o 224 279(b) " (68, o13) h 156 266"
- Retalned earnings - 488,85§L C = eemes - 88,858 - - -

. 368,923 232, 766 . .
$1, 169 6530 $ 123285 . $(450,182) $ B42 733

‘Ccnveruble subordmated note prll’lclpal $139,257 and onnvemble subordlnatad noteholdernptlon 517009 o

Summary of Adjustments;

(a) As part of the financial reorganization, the
company guarantees the yunderlying cash value
of assets sold in its securitization program. This
guarantee requires that the company treat its

securitization program as a financing transaction

rather than a sale transaction. The rasult Is an
increase of $114.3 million 1o both accounts
receivable and short-term borrowings.

(b) Both series of medium term notes tofaling
$300 million, along with $105 million of bank
term debt, wete exchanged proportionately for

»
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two new series of notes and 22.9 million Class

B shares of the company. Of the $405 million
exchanged, $150 million is reflected in the
reorganization column as debt,

The remaining $255 million is reflected as follows:

Share capltal - . e -
22,938,037 Class Bshares Issued - ~ _~ % 8,487
Convertible subodinated . . | . . -
‘note ~ debt companent T T T T 7 22,234
Convertible subordinated -~ = e R e
note = 'edquity componert "L TTTTTT T 224 279
- - $255000

In accordance with GAAP, the 22.9 millien shares
Issued were tecorded at fair value and the convertible
subardinated notes are separated into their debt and
equity components, according to their substance. The
debt component is estimated at the present value of
the cash interast expected to be paid in agcordance
with certain specified threshold tests for fiscal

2006 - 2008. The remalnder Is reflected as equity.

(c) Reflects a $13.6 million accrual for additional

reorganization expenses and costs associaled with
new bank facilities ($1 miliion reflected as long-
term), net of the forgiveness of $4.6 million [n
obligations associated with prior banking
arrangements. These costs were subsequently
valued at nil on.the opening January 31, 2003
balance sheet in accordance with note 2ix,

. ACCOUMTING POLICIES

T Ansizias of Consalidation

These consalidated financial statements include the
operations of the company, its controlled subsldiarles
and its pmportionate share of the assets, liabilities,
revenues and expenses of joint ventures, which are
jointly controlled. All signiflcant inter-campany
balances and transactions, including prafits in
inventories, have been éliminated. The company's
principal subsidiaries/ sffillates are as follows:

Subsidiery/ © © .0 "LL.T ©TTT T Accounting
Affiliate Name - Ownership% - - - - - - -Methed
Can-Oat Milling =+~ -300% - - Consolldation
Heartland Feeds -----100% - --Consolidation

Hegifland Pork Grb'up': . '83.9% . Congolidation”

Praifie Malt imited "~ © 42.4%  'Proportionate
cwm -- o - e - "~ --Consolidation
Western Co-operative ="~ - °43% - " Pmoportionate

Fertilzers [imited -~ =-* -='=~"*- - -" Consolidation

InotRSusanC: of Carzdian doha

J3oexcrel o nttey

b} Revanuz Recognition

c

2

-~

Sales are recognized upon shipment of products
and other operating and service revenues are
recognized when services are performed,
Transactions In which the company acts as agent
for the Canadian Wheat Board (CWB) are recorded
on a net basis, with enly the amount of the CWB
tarniff included In revenue (note 3m).

lnventorizs

Grain inventories in the Grain Handling and
Matketing segment include both hedgeable and non-
hedgeable comrmnodities. Hedgeable grain inventories
are valued on the basis of ¢losing market quotations
less frelght and handling costs and also reflect gains
and losses on open grain purchase and sale
contracts. Non-hedgeable grain inventories are
valued at the lower of cost and net realizable value.
Agri-praducts and other inventory which oonslst, of
raw materials, work in progress and finished goods
are valued at the lower of cost and net realizable
value.

Investmants

The company accounts for its investments in
affiliated companies over which it has significant
influence, using the equity basis of accounting,
whereby the investments are Initially recorded at
cost, and subsequently adjusted to recognize the
company's share of earnings or losses of the
investee carnpanies and reduced by dividends
recelved. Short-term Investments are recorded at
the fower of cost and market. Other investments
are recorded at cost. Upon applying fresh start
accounting effective January 31, 2003, the
investments were recorded at their estimated fair
value of $4.9 million.

Property. Flant and cauipment and Amorfization
Additions to propery, plant and equipment are
recorded at cost, which includes interest costs
incurred on construction of major new facilities prior
to the facilities becaming available for operation,
less amortization. Upon applying fresh start
accounting effective January 31, 2003, property,
plant and equipment was valued at the estimated
fair value of $314.4 million. The company reviews
the carrying value of its property, plant and
equipment to determine whether such values are
recoverable, with any resulting write-downs charged

\
1




MOTES TG THE CONSOLIDATED FINAMCIAL STATEMENTS - 10 tnouzencs of Canasian €' o-s.

f

to earnings. Amortization is provided for property,
plant and equipment over their estimated useful
lives using prirnarily the straight-line methad. The
rates used are as follows:

Sites, trackage and paving - --0-13%

Buildings ) ] . 3-20%

Machlnery and equipment . .- 5-50%

Vehlcles 10 - 30%_
. Goodwil]

Goodwill was valued at nil upon applying fresh
start accounting effective January 31, 2003, in
accordance with GAAP.

~ 1t 4 T o
S LOIDOrals idxes

The company follows the liability method of tax
allacation in accounting for income taxes. Under
this method, future tax assets and liabilities are
determined based on differences between the
financial reporting and tax bases of assets and
llabilitles, and measured using the substantively
enacted tax rates and laws that will be in effect
when the differences are expected to reverse. The
effect on finure tax assets and liabilities of a change
in tax rates is recognized in income in the period
which includes the substantively enacted date.

Defzrred Revenie

The majarity of deferred revenue relates to payrments
pursuant 1o grain storage licence agreements, which
are amaortized into revenue over the life of the
agreements which range from 10 to 40 years.

. Post Brplevimant Henafits

The cost of defined benefit pension plans and
letirament allowance benefits earned by employees
is actuarially determined using the projected benefit

method prorated on sewvice and management's best -

estimate of expected plan investment performance.
salary escalation, Terminations and retirement ages
of plan members. For the pumpose of calculating the
expected return on plan assets, those assets are
valued at falr value. Past service costs from plan
amendments are amortized on a straight-line basis
over the average remaining sewice period of
employees active at the dale of amendment. The
excess of the net actuarial gain (loss) over 10%

of the greater of the benefit obligation and the fair
value of plan assets is amortized over the average
remaining service period of active emplayees. The
cost of pension benefits for defined contribution
plans is charged to operations as contributions
become due.
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) For=ign Lxchangs Contracts and Foreeizn

Y

Currency Transacicns

The company enters into forward foreign exchange
coniracts w hedge exposure 1a foreign currency
exchange risk resulting from transactions
denominated in foreign currencies. Unrealized gains
and losses on forward fareign exchange contracts
are recognized in income on a basis consistent with
the recognition of the underlying hedged
transactons. Monetary assets and liabilities are

“transtated into Canadian dollars at the rate in effect

at the balance sheet date; non-monetary items are
translated at the rate in effect, on the transaction
date. Exchange gains or losses arnising from
translations are recognized in Income in the peried
in which they accur.

Stock-Basad Compensation Plan

Effective August 1, 2002, the company adopted
the new Canadian Instiwte of Chartered
Accountants (CICA) standard with respect to stock-
based campensation and other stock-based
payments, which requires that a fair value based
method of a¢eounting be applied to all stock-based
payments to non-employees and o direct awards
of stock to employees. The company records an
expense in the period options are granted based
on the fair value method as determined by the
Black-Scholes pricing madel, and records the offset
1o contributed surplus.

LUszz of tstimalas

The preparation of financial statements in
conformity with GAAP requires management to
make estimates and assumptions that affect the
amounts réported in the consolidated financial
staternents and accompanying notes. These
estimates are based on management’s best
knowledge of current events and actions that
the campany may undenake in the future. Actual
results could differ from those estimates.

m) Changes in Ascouniing Policiss

i) Forthe 2003 fiscal year, the company
retroactively adopted the new Canadian lnstitute
of Chartered Accauntants (CICA) standard
regarding revenue recognition (Emerging Issues
Committee Abstract 123). This standard applies
1o the company’s and the industry’s handiing of
certain grains on behalf of the Canadian Wheat
Board (CWB). Under this new accounting poticy, |
the company records only the tariff revenue
related to handling CWB grains, The company
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purchéses grain from producers on behalf of
the CWB and records the related amounts as
accounts receivable due from the CWB. The
Impact of adopting this standard is as follows:

* No impact on net loss or retained
earnings (deficit),

« Reduces sales and other operating revenues
for the six months ended July 31, 2003 by
$249.9 million (six months ended January 31,
2003 - $239.0 million, 12 manths ended
July 31, 2002 - $727.7 million).

* Reduces costs of sales and operating expenses
for the six months ended July 31, 2003 by
$249.9 million (six months ended January 31,
2003 - $239.0 million, 12 months ended
July 31, 2002 - $727.7 miliion).

* [ncreases accounts receivable and
correspondingly decreases lnventories at
July 31, 2003 by $112.5 million (January 31,
2003 - 8101.3 million).

ii) Effective August 1, 2002, the company
praspectively adopted the CICA naw standard
with respect to goodwill and other intangihle
assets, which requires that goodwill no longer be
amortized but instead be tested for impairment at
least annually.

ili) Effective August 1, 2002, the company
prospectively adopted the new CICA standard
with respect to stock-based compensation as
outlined in note 3k

. ACCOUMNTS RECLIV/—.ELE (582 nate 3m}

LT . July3l Januaryal‘
<1 [ . D ‘2003’
Trade accounts . $79,641 - - 572285
The Canadlan WheatBoard -1 .. 137624 T 106,190
Other L T ot 4872 - - - 17254

: $222,137 -$195,729

ah l‘l't;‘JTOplzo (.uEﬂLv ta 3mi

S Juy31 - -lanuary 31,
L 2003 - " --2003

Grain . ... %..37461 - § 100,821
Agi-praguets ... . . . . 51,231 "' 50,166-
Agri-food processing . _ . 14,410 7 15,431
Other _ ST 12,810 - - 19,009,

C ... ... $115972. § 185227

& INVESTMENTS

4 : - - - L -uly3tl- - January 31
P, ¢ - | 2003
Investments in sighificantly, - - |
. influenced companies . oo
= equity methed - % 2229 5§ 2261
Otherlung—tenn investments . : ’
..— cost methad : 2,791 2,684

$_ 5020 $ - 4945

7. PHOPERT‘ﬂ 'A‘l AND E"UPHMt\

Cooyst ..
PO oo 2003 - L
wEEe Eewn 7 July 317 Accurulated | January 31

- - 2003  Amortization 2003
Sites, trackage e e e - o
~and paving .= $ 9628.. - § 1581 3 11,744

Buildings -zx:t...._. 122, 115'_'_ . 72088 - 126,105
Machinery snd . PR eEmE AT
. equipment 170,003 " - 10,099 ---175,205
vehicles - 124 Ttoooonu32 0000220,
Canstruction - wotveaoicoo v T
-:in progress ... ... L Bg02. T T g a8
_'_ 303973 T 812370 © -314.413
Accumulated LT TR e ~_~
Amortization - (12370) T LI

NEI: Bunk Value $ 291 603 -$ 314, 413

Amortization of pruperty, plant and equipment for

the six months ended July 31, 20603 was $12.4 miilion
(six months ended January 31, 2003 - $23.2 million,
12 months ended July 31, 2002 - $61.2 million).

8, OT'-( RL"“J\_-.TERD 1 ASSETS

R July 31 - - January 31 .
LT v 2003 .. .. ..-2003
Deferred pengionassets - - % 2,379 _._ . $2,911
Livestock " L. . . ..3781.7: 73,649
L Tt 3 566 918
T T iiee maer ememe v ...8738 - 1476
Accumnulsted Amortization  ~ © (368) T IETVL -
Net BaokValue g 9, 368 """ $ 7476

Amortization of goodwill pre-operating costs and
deferred financing costs for the six months ended

July 31, 2003 total nil (six months ended January 31,
2003 - $2.6 mlllion, 12 months ended July 31, 2002 -
$21.2 million).
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CBANK INDESTEDMESS AMD SHORT-TERM
BORROWINGS

a1 Bank Indshiadnass

_ July31l | January 3l

2003 " 2003

Saskatchewan Wheat Pool - - - - -
bank indebtedness § 234n $ 8804
Subsldiarles’ and pmporuonate . IR

“share of jolnt ventures’ bank =~ =%--7 7 7 T T T
- indebiedness - -- - - e 4721 - - - 6870

Total $ 28192 § 15674

bt Shartiern Berroyiigs
: o e el iyt January 31
2003 - . - 2003

Saskatchewan Wheat Pool .. ...

bank short-term Borrowings S .92 920_ § 122174

Subsld;arles “and proporﬂonate -
share of Joint venwres’ shorl term LT
- borowlngs - - . i et o

Total W - S 92,920 . § 122174

As part of the restructuring, the company established a
$240 million asset backed revolving credit facility with
its bankers, secured by accounts receivable, to the
extent of drawings on the securitization program, and &
first charge on the company’s assets. The $240 million
limit is adjusted to $275 million during certain months
of fiscal 2004. The facility matures July 31, 2005.
Interest is payable monthly at prime plus 3%.

AtJuly 31, 2003, the company had outstanding letters
of credit and similar instruments of $25.0 million
related to operating an agri-business (January 2003 -
$34.8 million). These instruments effectively reduce the
amount of cash that can be drawn on the revolving
credit facility.

AtJuly 31, 2003, availability under the revolving credit
facility was $42.5 million.

Subsidiaries and proportionate share of joint ventures’

short-term borrowings cansist of bank operating loans,
which are secured by inventories, accounts receivable

3]
I

and property, plant and equipment. The company does
not guarantee, nor does it have responsibility for the
repayment of the subsidiaries' or joint ventures' loans.

e MeMEZRS DEMAND LLANS

Members' demand loans are funds loaned to the
company by Class A shareholders and employees. At
July 31, 2003, the loans bear intérest at 6.0% (January
2003 - 4.0%).

The loans are secured by a second ranking charge
against the company's assets - suhordinate to the
revolving credit facility and the senior secured hank
term loan and ranking equally with the senior
subordinated notes and the members’ term loans.

11.MEMBZES CLASS A SHARES

Autherizad
Unlimited Class A voting shares par value $25.

Class A voting shares are held by farmermembers and
are redeemable at the option of the shareholder at their
par value. These shares are reflected as a current
liability due to the redeemable nature. The fallowing
table summarizes the Class A share capital for the six-
month period ended July 31, 2003 (number of shares
and dollar values are reflected in thousands).

Class A Shares * =i~ 2 5 ===~ .:"Issued and ovtstanding

o e - #Shares .- $ Amount
Balance at.lury31 2002 .- 12328 . .. .$1808
Redemptions=net '~ ~ " " " """"(464) " "~ " " (11}
Balance at January 31,2003 = -"-71,864- -~ - 1797 -
Redemptiong<net -~ """ 77" 77 (206) VU 7T (6)
Balance atluly31 2003 - -- J1,658*- - $1791

- nut shnwn II'I t.housands T STED TR e
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12.LOMG-TERM DERT
: R -0 July2003 1oL L July C-January 2003 January
. LLLnonnImT i "7 Welghted - = v -2003 . Weighted - y 2003
T - e ‘e - - Average - .......  Carrying - Averagde - - . L Camylng
I Interest Rate Valye Interest Rate - Value*
Senior secured bank term foan {a) . 80% - .§ 90,600 8.0% - § 100,000
Senior subordinated notes () © 8.0% 7 125431 "8.0% T 121,500
Canvertible subordinated notes 7 T ' ’ T o ’
-dentcomponent(c) ' ) “Teo4 T TTHDse T - T 23938 0 7 To0%n T 22,234
Members'term loans = . Lo o - 7.03% w4676 - --6.85% - - _4713
Subsldiéfies.--é.r;&-a-rabOMOnate share of . .- . i L
jumtventures debt; | _ . T SR
Secured - =~ e ) . 8.11% .7 28,340 ¢ 5.65% 28,835
“Unsecured - imerestfree v 7~ - . §
- Subtotal .' SI LT 28882 T s, o 3215
Consohdated long—mrm debt B R L N7 < X-1- SRR I e R T 1 1 X 7
Portion due within one year (7.810) - (7155)
_e L st et T T " § 265,754 ... % 773407

*In'accordance with fresh start accaunting the carying value and fair value are gqual at Janyary 31, 2003 - --——— .- - -

(a) Seniar Secured Bank Term Loan

* Interest is payable monthly at 8% until the
commencerment af blended monthly principal and
interest payments of approximately $1.5 million.

* Blended payments to begin Octeber 1, 2004
provided certain EBITDA thresholds are achieved.
In the event these thresholds are not achiaved,
biended payments will begin October 1, 2005.

Balloon principal payment due July 31, 2008.

= Secured by a first ranking charge on the
company’s assets,

= During the six months ended July 31, 2003, in
accordance with the credit agreement with the
company's bankers, the company repaid $9.4
million, representing the net proceeds received
from the sale of certain property, plant and
equiprent.

~ The fair market value is equal to the carrying value
at July 31, 2003.

(b) Seniar Subordinated Nates
* Interest is payable monthly into a trust and
distributed quarterly. Prior to July 31, 2005,
interest is at 8% of the face value; thereafter
interast is at 12%. The face value at July 31, 2003
is $150 million (January 31, 2003 - $150 miliion).

* No principal payments are required until maturity
on Noyember 29, 2008.
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= The company may redeem the notes prior to
matunty at a premium ranging from 106% of the
principal at any time prior to January 1, 2005 o
101% after December 31, 2006.

* Secured by a second ranking charge a2gzinst the
company’s assets - subordinate to the revolving
credit facility and the senior secured bank term
loan and ranking equally with the members’
demand |oans and members' term loans.

« The fair market value of senior subordinated notes
at July 31, 2003 was approximately $124.5
miliion based upon the quoted market price.

(c) Convertible Subordinated Notes

* Interest accrues at 9%. No payment of Interest is
required prior to July 31, 2009. Interest may
become payable after the end of each of the fiscal
years 2006 - 2008 provided that cerain
cansolidated EBITDA less consolidated cash
interest and securitization threshold tests are met,
Annual interest payments are limited to a
maximum of the interest aceruing on the notes
during each of the fiscal years 2006 - 2008.

» Secured by a third ranking charge against the
company’s assets.

Convertible by the holder into Class B non-vating
shares of the company at the fate of appraximately
2,221.2 shares per $1,000 of note principal atany’,
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time prior ta Navember 30, 2008 (subject to
adjustment in certain events, such as a share
consolidation or share split).

On November 30, 2008, the company has the
right to convert, subject to certain conditions, the
convertible subordinated notes into shares of 2
single class of voting common shares of the
company that represent 90% of the outstanding
shares of such class on a fully diluted basis,
pravided that any conversions by holders of such
notes into Class B nen-voting shares priorto
maturity proportionately reduce this ratio. Under
this provision, the convertible subardinated notes
that remain outstanding at July 31, 2003 would
recelve appraximately 72% of these newly created
shares on a fully diluted basis.

In accordance with GAAP, the canvertible
subordinated notes are separated inlo their debt
and equity components, according to their
substance. The debt camponent is estimated at
the present value of the cash interest expecied to
be paid in accordance with the aforementioned
threshold tests for fiscal 2006 - 2008. The
remainder is reflected as equity.

During the six months ended July 31, 2003,
$50.2 million face value of 9% notes were
converted at the holders’ option into 111,743,788
Class B non-voting shares, leaving $204.8 million
of face value outstanding.

+ The falr market value of convertible subordinated
notes at July 31, 2003 was approximately $159.8
million based upon the quoted market price.

The sale of cerain collateral for praceeds in excess of
$10 million would necessitate a partial redemption of,
first, the senior subordinated notes until redeemed in
full and, secondly, the proceeds would be applied to
the convertible subordinated notes.

Members’ term loans are secured and consist of two-
year to seven-year loans with Class A sharehalders and
employees. Interest is payable semi-annually &t interest
rates which vary from 4.4% to 9.0%. The fair market
value of member loans at July 31, 2003 was $4.7
millign,

The subsidiaries’ and the proportionate share of joint
ventures’ secured debts bear interest at fixed and
variable rates. The secured debts mature in years 2004
to 2018. The debts are secured by certain assets and

' some are subject to meeting certain covenants. The

subsidiaries’ and the proportianate share of joint
ventures’ unsecured debts mature in 2005. The fair
market value at July 31, 2003 of subsidiaries’ and the
proportionate share of joint ventures’ secured debt was
$26.1 million and unsecured debt was $2.3 million.

The company does not guarantea nor does it have
responsibility for the repayment of the subsidiaries’ or
joint ventures’ debts.

The maturlties of subsidiaries’ and the proportionate
share af joint verrtures’ longterm debt are as follows:

2004 B $ 6,529
2005 . . . 5,807
2006 10 ...l UTL....’Bse3
2007 R I e eem R T T Lo, 5'592 PR
Q008 S LTS mLILUTLLLTHITIITLITIN g4 o
Subsequentyears - - - - - ees - -4 247
. ... 3 28862

13, OTHER LOMNG-TERM LIARILITIES
e W uly 31 January 31

h e e mmim e = e eam e . 2003 N 2003
Provision fereclamation .. .-, . ... . _ooLsult
.costE(8) .. el . .. .$.13928  $.12920
Deferred revenue .. ... ... 13469 150869
Restructuring provision (b) T" 5,222 - 7861
Retirement allowances -~ -7 - = 5,048~ 6,440
Environmental 2 :r.ovonviT1,850 nmin 2,095
Other 5,349 2,815

"3 aa867 % 47300
{8) In 1987, a joint venture, which manufactured
phosphate and nitrate fenilizers, closed wo of its
facilities. The provision for reclamation costs
represents the company’s proportionate share of the
best estimate by management of the joint venture,
of the costs that it would ingur during the
reclamation process. Reclamation involves the
demclition of the manufacturing Tacilities and the
reclamatian of the phosphogypsum stacks,
Uncertainty exists regarding the estimation of future
decommissioning and reclamation costs.

(b) Reflects management's best estimate of future costs
associated with the fiscal 2003 provision for the
company's investment n Comercializadora La Junta,
S.A.deC.V,

14, SHARE CAPITAL

Authoiizad
Unlimited Class B non-voting shares

Class B non-voting shares are traded on the Toronto .
Stock Exchange. Under the terms of its bank financing |

a5
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agreement,'the compary is prohibited fiom paying dividends on Class B shares. In accordance with the Act of
Incorporation of the company, a person, Including any persons associated or sffiliated with that person, may not
own more than 10% of the total numberof issued Class B shares.

CIassBShares o SR Stock Options Issued and outstanding - -
e e »o=  #0ptdons | ¥ Ascribed # Shares % Amount

. Ce ) Value A .
Balance at July 31, 2002 ... . . 2508 _§ - 37425 . § 455384
Issued during period ~ L ) . .. 223 . 100 ) L~ -
Balance at January 31, 2003 - prefenrganlzat.lon -os273 . 7. 100 - 37425 - 455884
lssued as partof restructurdng " LD L L L L = e T 22938 | ... . 8487
Fair value adjustments - - - . SRR ¢ (] 1) B - - - (442,038)
Balance at January 31, 2003 - pust-reorgammon R 2.731 e .- ... 603683 . ... 22335.
Convertible subordinated notes converted to CIassBshares R LT, . ce e

in the pefiod . - T D 111,744 7 . T 37082
Optlons gangelléd "~ AT e AT E Y (320) . D
Balance atJjuly 31,2003 - - - st 2411 $ - - 172,107 - § - 59,417

a) Stock Optians
Management Stock Option Plzn

Options grénted under the Management Stock Option Plan must be approved by the Board of Directors. To
date, 3,728,700 shares have been allocated to the plan. Under this plan options are exergisable in increments
over @ maximum of 10 years beginning on the first anniversary date of the option grant. Options granted under
this plan primarily vest at a rate of 25% per year commencing on the first anniversary date of the grant.

Naw Members' Stoch Option Pran
On July 31, 2000, this plan was closed 1o new applicants. Options previously issued will continue until
exercised or expired,

The fair vaiue of options issued in the year was determined by the Black-Scholes option pricing model with the
following assumptions: risk free rate 4.85%, dividend yield 0%, a volatility factor of the expected market price
of the company's shares of 100, and a weighted-average expected option life of five years. There are 325,264
options issued in the first quarter with an exercise price (equal to market price at the date of issue) of $1.55.
For the six months ended July 31, 2003 $0.1 million was expensed as stock-based compensation

{six months ended January 31, 2003 - $0.1 million).

A contmurty of the stock DDUUHS |s as fulluws

: e -July 31,2003 -, .- ] January 31 2003
T ' T et T Ll Welghted . Co Walghted
S na - . . - Average L . . Average
St oo o omm o e e e Shares " .4 E‘(EFCISB ’ T Sﬁares o E‘BI’CISE
----- - W e {00Q) . Pprce ) (000's) - - | Pprice
0utstandlng beglnnlng of perlod . e e s . .27 $ 815 2,508 $ 556
Granted . .. . oo T o 325 . § 155
E‘erclSEG ' z P M .' BT -5 ’ . $.. '. .- ' ’ ’ - s -
Cancelled . . . - . .. (3200 7§ 844 © (102) .0 8°3.83
Outstanding, end ufpenod o 2411 5471 © -3 - .8 .55
Options exércisable, end of peficd ™ =~ "7 .~ . .1222  $609_ . "T1333 8 696
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The funnwmg table summarizes information sbout total options outstandmg atJuly 31, 2003:

Opﬁons 0utstandmg e e Optlons E:erclsabia -
S " Number :=s=. - Weighfed .=---: - 7 -Number - - Weighted
-Range.of_ Outstandmgat ' ‘Rangeuf ... Average " .- .. [xcercisable at -+ Average
“'Exercise . July 31,2003 " Expiy ....Exercise - ... July31,2003 . . Exercise’
- Prices ° (000'5) " Perods -.. . Prce © - " (000's) : Price
'<$3 . ... 925 .20112012 ... $ 2 . 7 .. . 285 .83
$3-$7 .. .1121._2004—2010 - 0§ 5 LT 6 U 85 L
$8-$13 - - --194..20042008 - - $ 8 1 7 - . 146 7§ 8-
$14-817 77 - 1710 20062008 - S$ 15w e A0 0o 7816 v
o eiioan g5 o T I
G} Earnings Per Shars
TR . ;... Skmenths =77 AT Sikmonths -~ ¥12 maenths
TR - July31 2003 - -January 31, 2003"" "'July31 2002
Net loss for the period . T -3 (15 9091 $ (34 436) ot 3 (9?. 159)
Less: Aceretion of equn_y__c_:omponentufcunvemme : ‘" __-__ R Rk
subordinated notes notes - : C - (11, 479) T e m oee =
Total R Y 427338) "':'$(34L436) _ s(ez,uss):
Basic and diluted loss pershare - - - - - S $ 0 (0.27) - $ - -(0.82) $ (2.48)"

Weighted average number af shares ou‘tstandi' oo - ,99,947222 o - -37425219 .. . 37425219

*not shown In mousands “ T e

In calculating the weighted average number of shares outstand ing, the 22.9 million shares issued as part of the
restructuring wete assumed to be issued as of Sanuary 31, 2003,

The potentially dilutive effect of the conversion of the canventible subordinated notes and the exercise of options
related to the New Members' and Management Stock Option Plans were not included in the calculation of
diluted earnings (loss) per share as the result would be anti-dilutive.

15 COMVERTIBLE SUBORDINATED NOTZ3 - EQUITY COMPONENT

The company issued $255 million of convertible subordinated notes as par, of the January 31, 2003 financial
restructuring. As outlined in note 12c these convertible subardinated notes are classified on the balance sheet
inta thejr debt and equity components, The table below provides a continuity of the equity component,

Jandary 31, 2003 facevalue T T ST e CoT "“»'-~'-'---.~ e o T T L2 L8 255,000
Partion reflected as shate capitai-reorganizatign acuustment (see note 2) . T R e e T (BABY)
Partion reflected s debt - Téorganization adjustment (see note 2) . . ‘ A (22,234)
Wl T OITITULL e TR eew .o 0 TVTIT oaa . 228279
Fair value adjustment (seg note 2) Tt L DotTTt Cono e (68,013)
January 31, 2003 feir value - post fresh stat - - - . o wmemmaas 7166286
Accretion to retained earmngs (see note 14p) - o e oot 11,479
Conversions in the si-month period ended July 31,2003 ° T .. TR
wlth a face vaiue of $50.2 million (see note 14) . oLz .. Tt otmoee o (370Q82)

$ 130,663
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T L L -~ Pension Benefit Plans ~ "~ Retirement Allowances
- ; -ty = = July 31 January 31 July 31 -+January 31
S S .o .2003 2003 2003 - ~ 2003
Plan Assets ... ... v . - T
Fair value, at beginning of pennd T ... 3228,547 '$248,534 ] - e -
Actual rewm on plan assets 3, 188. S 3,798 ~ -
Employer contributions = - i St - 78 128
Employses’ contnhutu:ns 172 N T 189 - .-
Beneflts paid - -l - lo .8 105) T ETERIT4Te) - (76) (128)
Fresh start adjustment .- .. . . . L " " (16,497) - -
Fair value, at end of pedod ™~ ) 223,802 228,547 ~ -
Accrued Benefit Obligation” R ) R
Balanee, beglnn]ngm‘périod ' T 187,914 . 184 571 4,875 TT T g463”
c:urremsemcecast I U -7 RPN '989 CL - 98
interestcost i LA L L LT L .. _6D8d “6,080 7 T U182 ..152
Benefits paid =~ i L e el ... (8149) -(7807) - o - (76) _..{128)
Actuarial (gains) losses . : et T - - _ -
Plan amendments wars 0L - R ReSTEAE L &g e
Frsh tartadjustment ... . © T e i 3311 : - (1,716)
Balance, end of perlod ™ o 196 702 = 187.914 ) 4,875 ¢
Funded statié-plan surplus (dsficit) . . 37100 EIEL 40,6337 LU . (4,875)
Unamortized net actuarlal loss (galn) ' CCAB9T L T . -{1,565)
Unamanlzed peslsewlce Costs ;T TR e e e e . ST e
Unamortized ransitionalasset . T 1 e mdhelaemira s e o - s
Accrued benefit asset (Inabnn:y) e CLG81,797 L. Lo 40,833 : (5,049) (6,440)
Valugtion allawanea .-=.. . . (39.:127) 7T 37408) T IR L LUl L -
Accrued beneﬁtasset(hablllty) . T meemeemmmeee e - TTILULUL L .
netofua"ma,t'lq_n_al_l*owg_r_lggh.__ ol ...._3,225______.._ (5 049) - _(Bady)
Add: accrued benefit llability of - - - - - : Wl

proportlonateLv ccnsolidated cgmpanieg .. - -

Ly

R4y - G
Consolidated accrued beneftasset(habmty),,, S e e T T T
net of valuation allowance - - AN 2379 $ . 2911 $(5.049) $(6,440)

The sugnmcant actuarial as.sumptaans adopted in measuring the company’s accrued benefit assets are as follnws

SRR : ' Pension Benefit Plans ™~ - RehrementA!low:ance
et e o July 31 January 31 - -July31 . :l. | July31 . _January 31 July 31
T TTTTTTT2003 7 - 2003 0 - 2002 - 2003 2003 7 U 2002
Discount rate .- -+ -6.50% - B6.50% .. .. 710% . 6B, 50% 6.50% - - 6.60%
Expected long-isrm rate : .. - Cee CormTmommmm e - s
of return on plan assets . . . 700% TUUTroo% T Boow - -7 - C e Cs
Rate of compensation increase ~ 3.50% 3.50% 7 UU3.00% T T 4.00% 4.00% 3.00%
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The company's ner benefrt plan (mcame) expense is as follows:
ST Pension Benefit Plans

15 303030t Gl norsd

7 .7 Retirement Allowance -

T - Sk Months  Six Months - .12 Menths

< 2003 2002

T2 emee. gnded "¢ ended . . ended -
T Lo uly 317 % lanuary 31 CJuly31 .-

. Six Months .. -
—-- _ended "

L a3 o
2003

Six Months - - 12 Monms
- ended . ended
January 31 - July 31
2003 7 2002

Curtentservicecost .- _. ... . % 701 -8 . 799 . .% 1,442

Interesteost .. .oromn o 6,084 0 L8080 C 12,634 -

Emected relumon Lo

plan assets .- . ToT U (7888) - -(8A15) . @Oy i T

Amortizatian of past DT S

servite costs - T . el 2,324 7T

Amortization of net -

actuarial galn ~ = .- o I PP -_(2 218) -

Amonzationof | T

transltional 8sset ... " Tl Tialmeeme e - (6 291)“

Valuation allowance ™ e R
. pmvlded aga‘mst Tasmmratioo a2
- accrued bgnefit asset <-- - 1,719 ~'

P28 i .9. 522 T

- 9. 98

oo 12

§. 98 $ 265
152~ 448

(225)

Curtatlmant/settlement galns ST

propoRtiodately .. ... R =
cbnsnlidate'dcomnanles“"“'"'T'--135 o9 -

R 650 @, 504) S
Net benefrt ‘Bxpefse of T e e e T T e e

Net benefit (Income)expense - % 734 $ 746- - §+(4,222) - - - -

$-.250

. § 250 - ¢ - (79)

The total expense for the company's defined contribution plans for the six months ended July 31, 2003 is $1.4
million (six months ended January 31, 2003 - $1.5 million, 12 months ended July 31, 2002 - $3.5 million).

17. INTEREST AND SECURITIZATION FEES AND EXPENSE

a) Interast
’ R L o . - Six Months ™

July 31, 2003 -

. ended” v

e endea
January 31 2003 .

112 Months ==
. ended
July 31 2002

Interest on longterm debt A i b Bt

Other Intsrest - C 0 689%6 .

Interest accretiod and amertizatlon of T - - -

$ 18112 -
1922 - .

$ 34,589
" 711,126

012,086 .

deferred financingcosts ~ .- - 569"3" e

§ 23807 -

$ 23,650

s Eis

$ 57761 1 ¢

biSeouritizagon T T T . T T e
Securitizatlon expense - - - % - -

$ 3016

s 7796

18 CORPORATE TAXES
&) The czoavery of (newiision for) corzurats tavas consisis oft

‘SixMonths_ 7
- ended

. Six Months
T-.__ended _

July 31,2003 —January31 2003

© 12 Montps  -:
©...ended .
July 31, 2002

Current A e L "37_1,053___. )
Future 0 - - 1,747 -

5 2.6am)
23,827 --

- §:(5,860) .
48482

$ 2,800

‘ $ 20,180 . .

$ 42,622 .
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b; Th= cun‘| any's =fr=—ct Vc lnuome taw raL' is de*-‘-rmmc.. aa follonm
- ' - SkMorths - .. . . S:x Manths

in thousards of Conadign daivars. oxcent 53 2otad

L S e . 12 Months
Cliesesm T el T . ended .~ " i.ended .- ended
R ~July 31,2003 Jan'uary 31,2003 uy 31, 2002

Basic faderal and provincial taxrate ™~ ©© . ... © 40.3% 40.3% - 43.0%
Future income taxes not recognized oot rL 02y L. o= -
Loss on disposal and meszOns, where rax T o :
benefrtnntrecogmzed L s ot : - 03 (7.8)
Fuwre taxes due 1o reducnon m tax rates ' e T U ¢ C) I
Federal and pmvmcnalcamtaltaxes ’ RPN (17 H ¢" § IR ) (1.8)
Other . Ce A T % I N K) I . 0.5
L ) - L - 15.0% - 369% - 316%

The ‘Other" category reﬂects the impact of the marnufacturing and processing deduc‘t:on tax paid on equity
eamings, nontaxable dividends, non-controlling Interest, investment tax credits and miscellaneous adjusuments.

c) Income (axas ailocated to future years ars

cermprisad of thE following:
T _ “July 31 .. January 31
T T .. 2003 © o ~2003
Future tax assets: - __ "."_'"':'_'__‘__ A
Non-capital loss = — - Too. .. e -
. carry-forwards --'-»_ - ._ % 728147 .3 68,783
. Restructuringand .. ... L0l Tt ool T
- .. efinancing costs . .._..'.:._" S e
. not deducted fortax = - 15,688 15177
" Senior subordinated notes” .09, 068) ~--(10, 545)
- Convertible subanimated notes . - .
.- debt component - —-— - - 6,798 8227
Undeprediated capital cast’ =~ - - -
_.in excess of netbuokvalue © 124,747 120,335
Other "--- - UL - 12545 0 0 7 119,758
Suptotal ... .. ;¢ . 223,524 - 219,736
Valudtion allowancer - (141576) - (138,630)

Total future tax assets - $ 81948 - § 81106

*The valuation allowance represents management's
best estimate of the allowance necessary to reflect the
future tax assets at an amount that the company
considers it likely to be realized over a period not to
exceed five years.

Classified in the consolidated financial statements as:

Current future tax asset ---_. & 1,624 & 782
Longterm future tax asset -~ - - 80,324 - 80,324

§ 81948 - § B1106

Future tax liahilities:
Net book value in excess of © - _
undepreclated capital cost $ 12 687 § 13,6639
Reclamation costs not .. o e

geductblefortax - (4@33) " (4,935)
Other o . s o (201) 0 - 195
Tutalfuwretax||ab|ht|es ... -%. 7553 $ 8309

Classified in the consolldated financial statements as:

Current future tax llabfity .~ *$ -~ . .= .8 - -%-
Longterm futuré tax liabilty ™ .. 7553 8,908
. 8§ —- 7553 § 8909

d) AtJuly 31, 2003, the company has net capital loss
carry forwards of $3.8 million. Thesa losses ¢an be
carrled forward indefinitely and applied against
taxable capital gains realized. The future tax benefits
of these losses have not been recognized In these
financial statements,

18.L0S3S ON GISPOSALS

In the year ended July 31, 2002, the company disposed
of various assels and investments, receiving tota) cash
proceeds of $153.6 milllon and realizing a net loss of
$17.6 million, or $5.8 million after tax.

Z0.RESTRUCTURING AND OTHER
PROVISIONS
In the year ended July 31, 2002, the company recorded
a provision of $29.8 million as an extension of its
previous elevator consolidation program, and in an
effort to reduce costs and improve efficiency. The
company alse recorded a provision of $24.6 million for
Comercializadora La Junta, S.A. de C.V. (CU},
representing management's best estimate of the
impairment in the carrying value and the related costs
of its investment in CU. CU owns a port terminal in
Manzanill, Colima, Mexico.

The total provision was $54.4 million, or $44.3 million
after tax.
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2L F!-‘I.—\;‘!.CIAL INSTRUMENTS AND EEDGING

The company uses commodity futures contracts to
hedge the risk associated with commodity prices. In
addition, the company uses derivative financial
instruments 1o manage its exposure to market risks
relating 1o interest rates and foreign currency exchange
rates. The company dees not use commodity futures
contracts or derivative financial instruments for
speculative trading purposes.

In accordance with GAAP, derivative financial
instruments outstanding at period ends (forward foreign
exchange contracts and interest rates swaps) are
required 1o be disclosed. No interest rate swaps are in
existence at July 31, 2003 or January 31, 2003. Forward
foreign exchange contracts, nane of which have terms
longer than three years, including the company’s
propamonate share of joint ventures ate as follows

- L Sells

July 31, 2003 ceee T I
- Notional U.S. dollars SRR 3 ",92,29_2_
Canadian gquivalent "7 Lo 7§ '136,641°
Fairvalue . e T8 1295521
January 31,2003 UL oL T L o
" Notional US, dollars -+ - 177 e s " 74, 202
"'Canadian equivalent . _ 77 __. 8 “115,965 _
-Fairvalue, 0 0 T T $ 113,088

ab eedit Risk

The company is exposed to credit risk from customers
in all the business segments. In the Grain Handling and
Marketing segment, a significant amount is recejvable
from the CWB (see note 4). The customer base in al)
other segments is diverse which minimizes significant
concentration of credit risk. Credit risk is limited due to

22 IMTERESTS IM JOINT VENTURES

” - - - “d o™ - - ) a .-
m chavsad: of Conadian dallzrs, exc3st a3 noind

the large number of customers in differing industries
and geographic areas.

The company is exposed to credit loss in the event of
non-performance by counterparties to the derivative
financial instruments but does not anticipate non-
performance by these counterpartes. All counterparties
are highly rated financial institutions.

by Fajr Vaius

The carrying value of long-term debt (see note 12) that
bears interest at variable rates approximates fair value.
The fair value of long-term debt that bears interest at
fixed rates is based on its quoted market price or on
discounted future cash flows using rates currently
available for debt of similar terms and maturities if the
quoted market price was not available.

The carrying value of other financial instruments, cash,
cash in trust, accounts receivable, bank indebtedness,
shortterm borrawings, members' demand loans and
shares and accounts payable and accrued liabilities
approximate fair value due 1o their short-term maturities
or redeemable nature.

The fair value of dernivative financial instruments
consisting of foreign exchange contracts, reflects the
estimated amounts that the company, its subsidiaries
and its proportionate share of the joint ventures would
receive of pay to sete the contracts al the reporting
date, However, This does not represent the total gain
of loss ta the company, its subsidigries or its
proportionate shate of the joint ventures as the
hedged position is matched to certain of the relatad
assets of liabilities.

The following summarizes the company's proportionate interest in joint ventures before intercompany revenue and

expense eliminations:

o T ly3r e danuary 31
. .o avaan . .2003 N . .. . 2003
Cument assets _. .._ 8§ 91832 _ $.82,576
Lang-term gssets ' T $'B15/5 7 T §$-63645 -
Curent Jiabilities .8 -63,9.53"_ -$ 51,081 . - _
Longterm labllities - - $-29,715 - § 31,627
7 Slemonths - S months "12 months
L - ended -~ T ended _ 77 - .gnded’ - -
L. L UL Juw3 January 31 L duly3t e
S e e e e TTe—3003 0 0 2003 < 2003 .
Revenue . .. [ ..$118,341 . $ 70,613 . $ 498,951 .
Expense§ = T w7 ;3100,373 - - | $ 69664 - § 491,349 .. .. .
Netearmngs co el 2§ 15968 S 94 s 7602 .
Cash' fmm operatmg  activities =~ .. .. =$"ALASQ vetill §. 12 736 . 0o .14, 182 “-”r:’ -
Cash used in fnanclngamvmes LT Lo TR $‘(24.376) 5 "'(4,767) —-S 3443y T
Cash {yseéd in) from investing activities - - """ ~-=$ (4,956) ,.'. e, 982 - T T-%_ 5708 -
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23. SEGMENTED INFORMATION

The company operated under four business segments
during the year, the principal activities of which are as
follows:

S M
S

2 Handing and Wlisgenng

Activities cansist of handling and rﬁarketing of grain
including the collection of grain through the
company's primary elevator system, shipping to
infand or port terminals, cleaning of grain to meet
regulatory specifications and sales to domestic oy
export markets.

B SdneradunTs
Activities consist of sales of a variety of agr-praducts

including crop protection products, seed and seed
treatments, fertilizer and farm equipment,

0Y daid-focd Processing

Activities involve manufacturing and marketing of
value-added products assaciated with oats and malt
barlay.

i
Other activities primarily consist of hog production
and marketing; the sale of feed for livestock, poultry
and fish; and the assets held by the Carporate
division.
The accounting policies of the segments are the
same as those described in the summary of
accounting policies. The company accounts for inter-
segment sales at current market prices as if the sales
were to third parties.

~Six Months ended July 31, 2003, -

- = © 2003 . 2003 7.0 .-.. 2003
- — T ---Total - Intersegment - ——- External ~
Salss ™ E = T Sales - Sales” . _Sales”
Grain Hanunng and Marketmgi (8 283737.°% 13490 § 270247
Agfpraducts - - - - T SR 319347 - . . -7 V318,347
Agrifood Pmcessmg o T s4,495'.-..—.;.; o 1129 - :63,366 .
Otner oot - e Lot T e 45177 _. 191 - . -44.986.
ERAEE S - Too... T8 1T12756..% 14,810 °$ .. 897946
T L T SxxMomhs endedJanuary 31 2003 L 12 Mnnths endedJuty.’Bl 2002 -
= T L. .2008 2003 - .. 2003 ~ -2002 " TTTi2002. . 2002
cmemes L " Tota! . lnter«segment‘, . ,Extzmal T I fotal lnter-segment e B«emal‘
Sales - Rt Sales .. Sales " 7" Sgles: —. Sales " " Sales _ Sales
Graln Handling and Marketmgi 3 530 392- % 16919 % 513473 ' & 1,015,597 " § --48,207 S - 967,380 -
Agthprodicts - —-- - - 7 123,098 - .. 777123198 . T435,938 .- . ' 435,938 .
Agrifood Processing | o 65,142 © 474 - --_64,668 T 545,010 - 4 505 T~ 543,505
Qther - " 30,460 801 °7.-. -29,859 ~.. 107797 - 950 - 106,847
- § 749192 ' § 17994 50,662 $ 2,053,880

1 lncludes graln sales and =ennce revenue and Canadlan Wheat Board tanffs

Se 5mentEa nings

$ 731198 $2104342 $

.-, Six Months ended July 31, 2003
EBITDA___Amoniztion -

: EBIT

Grain Handling and Marketing . ot L $-(6393) § - 4605 .% . (10,998)
Aglbproducts .. .. : L - 29,423 4404 - . 25019
AgrHood Pmces.sn.ng”. .o ’ : ©..8,926 . " 2,492 . 6,434
Other - - . (5,312) -1072. - (6,384)
Segment Results -~ - 26,644 12573 .. . 140711~
Corporate Expenses . (8973) ... - (8.973)
Per Financia) Statements 3 17671 & 12573 8§ "5,098 -
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.
Pl

7t SR Months ended January 31, 2008

Segment Earitings T __EBITDA " Amortization”™ "~ EBIT
Grain Hanaling and Marketmg ----- -—§ - TI89 '$ 14883 3 .. (7714)
Agr-produets - . . et (5,926) . U3877 ... "(9,803)
Agrifood Processing e 8327 2642 - - 3785
Dther T (1,873) 4,438 (6,311)
SegmentResults = - - . 5897 .. 25540 . (19,843)
Caorporate Expenses c oo L (T854) . 253 8,107)
Per Financial Statements - - § (2157) & 25793 § ~ (37950)
B - o Twelve Months endedJuly31 2002
Segment Eamlngs . EBnDA Amomzatmn Prbvxslons " EBT
Grain Handllng and Marketmg = -8 27855 - 32981 __s'__ 24,600 5~ (29,906)
Agri-proqucts —_ 21,827 _ "7 11,659 | T (7818) © 17,985 |
Agrifood Frocessmg . Cee—e . UTT38376 . 15111 7777728891 T (8726)
Other - - 4.449 --- 8,701 - -(3,567) - (1,685)
Segment Results - - -88,307 169,432 42,206 (22,331)
- Corporate Expenses - - (15.628) "S- --1805 -- 29780 - --(46,893)
Per Flnapcigl Statements "$ 73679 $. 70937 4§ .. 71966 § °  (59.224)

BT
. .8k T Menths T

""“‘:.'. 12

- . : Mun'ths ‘ '""-endefj_ — - Months__

e T R endedJuiy ... January - endedJuIy
Capital Expenditures . .~ o7 “‘.:'.___-_.: 2003 ... 2003 - .- .-2002
Grain Handilng and Marketmg Tt e D TTTIILS... B42 B .. 837 U8 i 4,061

Agri-products . . T B49 .. "'555 - -.__;,?'85 E
Agri-foca Pmcessmg R L o =, 038 o 1868 _..b805
Other .. ~ - U nha. . TTTT=Iio L 97 87 Lo 638
Per Flnanc:al Statements s - $ 2426 % - - 3,357 $ -12389

RS e

Asit

T co - s July31- - January 31
Assets - - 2003 2003
Grain Handling and MarketJng - - '$ 380,933 § 434,683 -
Agri-products _ -— .166,762 . .-180,574 .
Agrifood Pmcessmg T Y 91,810 - - - 95,978
Other e 3 " 144,500 - 161498
Per Financial Statéments $° 784005.% 842,733

— - -, .. TN . 17 SR I
) ‘ - - s.: " Months - 12
.- © Momths .. ended . . Manths
W DT B < endedJuly __ . January . ... endedJuly
Foreign Sales - 2003 - 2003 2002
Grzin Handiing and Marketmg Cem .. TTTTTL§.. TI112_°§ '145,354°% 309,539
Agn-prnducts - -~ m——— 1 171 . 827 - 612
Agri-fond Pmcesslng oLt ' 54,518 54,317 . 211,999
Olher " - - o ---- 5223° 5.504 o 5317
$ 138022 § 206002 ¢ 527,467
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24.CO0M Mth\«lENTS, CONTIMGEMCLES
AMD GUARANTEES

) The company, including its subsidiaries and iis
proportionate share of joint ventures, has operating
leases relating primarily 1o railears, buildings and
equlpment. Future minimum lease payments having
inidal or remalning leasé terms in excess of one year
atJuly 31, 2003 are as follows:

e 220087 8 2789 e oL L

_ L ,2005 .8 6;431" e LT
"l 2008 T § 5,667 -
L2007 T $4,528
77 Y2008 83,943

- Subseddeﬁt"years .. f:$2_2,936 S

b The company and its subsidiaries arg involved in
various claims and litigation arsing in the ardinary
course and conduct of their business. Although
such matters cannot be predicted with certainty,
management does not censider the campany’s
exposure to such litigation to be material 1o these
consolidated financial statements.

¢ Banking letters of ¢redit and similar instruments -
see note 9,

44
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¢, Under the terms of an agreement, a financial
institution provides credit far the purchase of crop
inputs 1o customers of the company. Loans under
the program are secured by a general security
agreement granted by the customer coverng the
crop and farm assets,

The company collects loan payments from producer
customers in trust for this financial institution and
forwards collections the next business day.

Under the agreement, the company has agreed to
relmburse loan lesses in excess of a credit loss
reserve. At July 31, 2003, $135 million was
outstanding under the program of which $1.3
million represented past due amounts related ta the
2002 crop year. The cormipany expects that loan
lpsses In excess of the credit loss reserve will not be
significant.

25. COMPARATIVE ANMOUMTS

Certain comparative amounts have been reclassified to
canform with the financial statlement presentation
adopted in the current year.




MAMNAGEMENT'S DISCUSSION AND ANALYSIS
2003

HOW 70 USE THIS %i1D&A

The Pool completed a financial restructuring on March 14, 2003. As a result, the company
has accounted for the reorganization by using the principles of comprehensive revaluation.
This revaluation, known as “fresh start accounting,” limits the comparability of the Pool's
current financial results to those of prior periods. Additionally, management has prepared its
discussion In the context of its industry. market environment, financial performance,
priorities, opportunities and risks for the future.

FINANCIAL RcSTRUCTURING

On October 24, 2002, following two and a half years of prolonged drought on the Pralries that
severely restricted cash flow, Saskatchewan Wheat Poal announced its intention to develop a
consensual restructuring plan with its banks and medium term noteholders. The process was
effectively finalized on February 4, 2003, and completed in March of 2003 with the exchange
of $405 million in senior secured debt for $1.50 million of senlor subordinated notes, $255
million of convertible subordinated notes and 22,938,037 Class B nonvoting shares.
Additional information is contained in Note 2 1o the consolidated financlal statements.

FRESH START ACCQUNTING

The restructuring has been accounted for using the principles of comprehensive revaluation
(fresh start accounting) as required by Generally Accepted Accounting Principles (GAAP). As a
resuit of the financial restructuring, the Pool became a new reporting entity with a new
opening balance sheet effective January 31, 2003.

The balance sheet is presented on a postrestructuring basis as at January 31, 2003,

and July 31, 2003. Balance sheets for prior periods are not comparable because they were
prepared on a historical cost basis. Specifically, a revaluation was made of the company's
debt and equity components based on market values at the time of the revaluation with
corresponding adjustments made 10 asset values. Readers may refer to Note 2 to the
Consolidated Financial Statements for a complete description of the revaluation.

The company’s statements of earnings and cash flows include the financial resuits for the
six months ended January 31, 2003, prior 1o the restructuring, along with the six months
ended July 31, 2003, postrestructuring, using the principles of fresh start accounting. The
cumulative total of these two reporting periods are not comparable to the 12 months ended
July 31, 2002, because of the 2003 reorganization and subsequent comprehensive
revaluation.




CUMPANY OVERVIEW

The Pool is an integrated and diversified company engaged in four distinct but interrelated
agri-businesses. It is the largest publicly traded agri-business in the province of
Saskatchewan and the second largest in Western Canada.

The company's core businesses are grain handling and marketing and agri-products sales.
The Pool also participates in agri-food processing and livestock production through whally
owned and affiliated companies and through strategic alliances and supply agreements.

BU3INESS MODEL

Saskatchewan Wheat Pool’s business model is designed to optimize its position in the agri-
food pipeline by connecting producers and their commeodities with destination custormners
around the world, generating revenue at each stage of Its value-added pipeline.

The pipeline begins with the producer. The Pool works with its producer customers to provide
specialized varieties of gralns and oilseeds, along with fertilizer, crop inputs and agronomic
services, In an effort to support high-quality, high-yielding commedities demanded in the
international marketplace. Through production contracts, trucking premiumns and targeted
marketing programs, the Pool attracts grain [nto its high throughput grain handling network
wheare the product is cleaned, drled and blended before it is sold to the domestic or export
market. The Pool, through commodity specialists, markets its inventories to end-use
customers, shipping the product by truck or rail to domestic users or 1o export positions. For
the international marketplace, the product primarily moves through & port terminal facility to
the end user where It is further processed into food and other agriculturally based products.

GRAIM HATIDLING AMD MARKETING

The Pool's grain handling and marketing operations consist of 43 high throughput grain
handiing and marketing terminals and 11 seed cleaning and specialty plants strategically
located in the prime agricultural growing regions of Western Canada, two wholly owned port
terminal export facilities located in Vancouver, Britlsh Columbia, and Thunder Bay, Ontario,
and an ownership interest in an export facility in Prince Rupert, British Columbia.

AGRI-PRODUCTS

The Pool's Agri-products segnﬁent consists of 100 retail locations throughout Western
Canada, including its grain handling and marketing facilities, through which the Pool sells
seed, fertilizer and crop protection products. The Agri-products segment also includes a
research and development center located at the University of Saskatchewan, the company's
share of jointly owned affiliate Western Co-operative Fertilizers (WCFL), a fertilizer wholesaler
located in Calgary, Alberta, and the Pool's interest in Interprovincial Co-operative Limited
(IPCO), a chemical formulation piant in Winnipeg, Manitoba. Through its strategic alliances
with Farm Credit Canada and John Deere Credlt, the Poaol also offers agri-products financing
to Prairie producers.




A3K!-FOGD PRGCESSING

The Pool's significant interests in agri-food processing include wholly owned Can-Oat Miiling,
the world's largest industrial oat miller, with approximately 40% of the capacity withln its
primary competitor group; and 42% owned Prairie Malt Limited, one of North America's
largest single-site maltng plants.

OTHER

Through its Interest in the Heartland Group of Companies, the Poo! is involved In hog
production and marketing, The Pool wholly owns three hog production facilities and holds
majority Interests in four other facilities, all located in Saskatchewan. The Poo! alsa operates -
a feed mill at North Batileford and an aguaculiure operatlon at Lake Diefenbaker, both
located in Saskatchewan.

MARKET ENVIRONMENT

GRAIMS AND OILSEEDS

Western Canada typically produces about 53 million tonnes of grains and oilseeds annually,
of which 83%, or 33 million tonnes, is available to licensed grain handlers. During the past
two growing seasons, drought hit the Prairies, severely affecting the quantity and quality of
comineditles available to market participants in the following fiscal years.

For fiscal 2003, the crop production of 29 million tonnes was 45% below the fivesyear
average because of the drought. Initial production estimates from this year's harvest suggest
production for fiscal 2004 will rise 1o approximately 45 million tonnes In Western Canada,
85% of the five-year average, despite heat stress in the month of August and above average
grasshopper populations. Based on these numbers, the Pool believes that approximately

28 milllen tonnes will be available to licensed grain handlers in fiscal 2004. Final production
estimates will be available from Statistics Canada in December 2003.

From an expori perspective, the Canadian Wheat Board (CWB) is the sole exporter of western
Canadian wheat and barley (Board grains). The Pool also buys and markets for ils own
account, non-Board grains such as canola, vats, peas and mustard.

Exports in 2003 declined to historic lows of 12.6 million tonnes, just 50% of the five-year
average, reflecting volume declines, poor quality and a slgnificantly reduced Canadian Wheat
Board export program. The Pool expects exports in fiscal 2004 to rebound to approximately
89% of the flve-year average. Higher quality from this year's harvest, coupled with increased
demand in the international export market due 10 a poor European crop, is expected to

partially offset the impact of production declines and the corresponding impact on earnings.

Western Canadian Productlon Canadlan Exports Exctuding Products
{mlllians of metric tonnes) (miiflans of mevic tonnes)

o= NowBaard Qralm
<4 B Dilzowts

-&:ﬂ‘l onmis

Saume: Mandoard - MFC
Oer, 8/03 Graims &
Ditseeds Outiook and
Pulse uiid $pecipl Crops
Ourleok, Sapt 17, 2003;
€W Eilimalo Oat 9/03,
Westem Produsin
Syvar qvdmgo iNodes
1597.2001; Sourde!

. Canadian Grrin

Saures: @tober 2003, Commilssian, “Exparts of
Sarialics Ay Eslimale Cnadian Graln*

Syeor gwrgs Includes 1957-2001
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AGRI-PRODUCTS MARKEY

The agriproducts industry in Western Canada is a mature market. it is made up of
approximately 250 competitors servicing 1,000 locations throughout Western Canada.
Independent retailers, who hold approximately 30% of the market, together with a host of
major grain handlers, sell seed, fertilizer, crop protectien products and small agricultural
equipment.

Over the past decade, there has been a shift in ¢crop mix with less cereal

Acreage — Wostarn Canada grain and more canola, oilseeds and special crops being grown. The
(thousands of gcres)

increase drove crop input volumes and values higher. However, seeded
All Wnan acres for these crops peaked in 1995 and there has been no significant
growth since that time.

Lair5e Ol

Ol Given stable production acreage and stable volumes of crop inputs applied

— W R Bsudilon 500 aere, the opportunity for revenue growth in the industry will come
B Zo0 2 2003 2008 largely from price increases and cropping pattern shifts.
Saure: Siatalfa Canada The seeded acreage of crops varies from year to year, based largely on

price forecasts and input costs. Currently, the only long-term trend affecting
seeded acreage is a steady increase in special crops (peas, lentils, mustard and canary
seed) from 1.5 million acres in 1990-21 to 6.5 million acres in 2004. This growth may have
reached its peak as Canada now has 50% of world exports in many of these crops.

The number of preducers has decreased steadily and the average number of acres farmed,
including owned and leased land, has grown 1o 1,600, meaning fewer customers with greater
leverage. As a result, price, avaitability, information and service are the key s3les drivers in
this business.

The total market is approximately $2.7 billion in sales, geographically distributed as
follows: Saskatchewan, $1.2 billion; Alberta, $0.9 billion; and Manitoba, $0.6 billlon
(Source: Statistics Canada, May 2003 Farm Operating Expenses & Depreciation Charges).
The Pool competes in 17 market centers with an effective market coverage of approximately
$1.8 billion. Low crop prices and poor growing conditions put pressure on volumes and
margins from time to Ume. but in general, the industry has histerically supported retail
gross margins in the 15% range.

The industry i highly dependent on weather conditions and commaodity prices. If poor growing
conditions are anticipated due teo drought or if commuodity prices decline significantly, producers
cannot justify the cost of inputs in terms of a return on investment and sales can suffer.

The industry is also highly seasenal with more than 75% of seed, fertilizer and crop _
protectiop products sold and delivered from mid-April to the end of June. This means that
capacity is fully utilized during this period and underutilized the remainder of the year. This
short-term high-level sales period requires strong logistical suppert to ensure timely
deliveries that meet customer demands.

The fall season from August to November represents about 15% of the business. This
market is also extremely dependent on the weather as early frost and snowfall can bring the
season to a halt. A strong fall application period can relieve some of the spring logistical
requirements because fertilizer will not be reapplied In the spring, while other products such
as herbicides will be applied again In the spring.




02T PRQCESSING (Sources: Statistics Canads, Can-Oat Milling)

Canada is the second largest oat producer and largest oat and oat product exporier,
representing 48% of the world oat export wrade. Total world production of 25.6 million tonnes
includes both feed and human consumption oat production. Canadian oat production represents
approximately 13% of this total and over the past 15 years, the industry has seen strong
growth in North American milling demand. As a result, the percentage of total oat production
that is utilized for food and industrial purposes has increased. Approximately 25% to 30% of
the annual crop is milling quality, while the rest is utilized as feed. Canada consumes less
than 50% of Its production and exports the rernainder.

Demand for oat ingredients continues 1o be heavily concentrated in the

Gegft’gﬂ%‘g:'&;’;ﬁs‘”n hot and cold cere_al and snack bar mark_ets. Health concerns In the North
Human Oat Products Exparts American population have had a dramatic impact on the sale of oat

: products. In 1997, the Food and Drug Administration in the United States
approved a health claim for oat-based products proclaiming that the
soluble fibre from ocatmeal, as part of a low-saturated fat, low-cholesterol
diet, may reduce the risk of heart disease. This official acceptance has -
heightened consumer interest in oat-based foods.

‘ There are four types of oat processors in the North American
Quebec 1% Ontaria/BC 2% marketplace including brand managers, industrial finished ingredient
suppliers, Industrial prirnary ingredient suppliers and feed mills. Can-Oat
Milling is an industrial finished ingredients supplier that supplies high-quality, high-value eat
ingredients to consumer products companies for further processing.

HDG PRODUCTION

Pork is the most popular meat in the global marketplace, representing approximately 40% of
total meat consumption. [n 2002, 85 million tonnes of pork was produced and consumed
worldwide (Source: USDA — October, 2003). The industry is forecast to grow to 104 million
tonnes by 2012, which translates into a growth rate of 1.9% per year (Source: FAPRI, 2003
Baseline). The majority of growth will occur in China, which is expected to produce 50% of the
world's production by that {ime. However, 100% of that country’s pork is consumed
domestically, and rnany believe that.China may become a significant pork importer over the
longer term due 1o increasing demands for high-protein food.

Canada processes approximately 1.8 million tonnes of pork gnnually. Quebec and Ontario
dominate the industry with 57% while Saskatchewan accounts for approximately 9%.

The Prairies offer many competitive advantages in terms of hog production. The expansive
land base is relatively low cost, and traditionally colder climates help minimize disease,
reduce heat stress and maintain high feed conversion ratios. Western Canadian producers
also have access 1o quality low-cost feed grains and strong demand from packers due to
underutilized newer processing capacity in the system.

The market price of Canadian hogs is tied directly to the Midwest USA price, set by American
packers who are driven by supply and demand at the retail level.

Low-cost production is a key success factor, and, accordingly, achieving economies of
scale is g critical component In minimizing the fixed<cost component of each hog produced.
Efficlency can also be improved through husbandry practices, nutritional practices and




health protocols. Success is dependent on farrowing rates, mortality rates and feed
conversion ratios. )

POOL PRIORITIES

With the financial restructuring complete, Saskatchewan Wheat Poo! has developed key
priorities intended to drive its strategic direction and re-position the Poo! as a leader in
the industry.

The Pool has already responded to deregulation, rall line abandonment and other industry
shifts with an aggressive rationalization program. We will continue to assess all businesses
to determine the optimum operating structure. We recognize that while the Pool’s new
financial structure gives us a new start, it is critical that we size our operations so that we
can operate with flexibility within our financlal fimits. We will continue to assess geographic
representation and product line offerings and identify new competitive opportunities to
optimize our footprint. These opportunities must have a strategic fit with our corporate
priorities. In many cases, these strategic initiatives will be supply agreements, partnerships
or joint ventures with ather companies, where there are opportunities to capture synergy,
share expertise, minimize risk and grow our business. Our relationships with food processars,
international wrading partners and others are alse critical to our ability 1o earn revenues along
the value chain, particularly for non-Board grains that are not consumed domestically.

With the number of western Canadlan family farms on the decline, farm operations are much
larger and customer needs have changed. The Poo! intends to build on the customer contact
strategies implemented in 2001 by developing customized producer profiles and new
rmarketing strategies that are specific 1o the customers’ unique needs and are aligned with
the company's competitive strengths. We will implement training programs for front-line staff
1o enhance their customer service skills and to encourage longterm customer refationships.
We will help them allocate resources based on the value that can be realized from each
customer and coach them to deliver innovative, customer-specific solutlons.

As the industry continues its rationalization and censolidation, we will heighten our focus on
operational excellence as the driving principle within the cornpany. There is little or no product
differentiation ameng competitors sa compeling effectively in this environment is largely
dependent on price and service. To that end, the Pool has undergone an extensive cost
reduction program over the past three years that has eliminated approximately $80 million in
operating costs.

CAPABILITY 70 DELIVER RESULTS

The Pool’'s ability to achieve success in the western Canadian agricultural industry is
dependent upon a number of factors. Rationalization and consoiidation of smalier inefficient
facilities remains a key focus for the industry given the significant over-capacity that remains
in the systemn. The Pool moved quickly to respond to this challenge and over the past three
years has reduced its own capacity from 2.1 million tonnes to 1.2 million tonnes. Other
competitors have also closed excess capacity, however, more rationalization must take place
by competitors to improve the wrnover ratios and efficiency within the entire system.

Velocity has also become a key driver In the Pool business mode| — that is the ability 10 move
volume through its primary grain handling network quickly and efficiently while maintaining
quality specifications. The Pool has more than 40% of the 100-car loading capacity in the




industry, well ahead of the 18% held by its closest competitor. This Is Important because rail
companies, which are responsible for moving the grain to expori position, offer grain handling
cornpanies incentives for loading product onto muiti<ar unit trains. The Pool shares these
incentives with producers to lower their costs while attracting the grain into its system, in an
effort 10 increase market share.

Transportation and logistics are key to managing the pipeline to maximize earnings. In fiscal
2003, the Pool shipped 93% of its graln and oilseeds in 25-, 50- and 100<ar loads, with 74%
ioaded in 50s and 100s even though total shipments were down dramatically due 1o drought.
Effective August 1, 2003, the railways amended thelr incentive programs as follows:

CP: * "'25-carioads * - $0.50 nertonne (prewously 31 00 per tanne) __ TIPSR
©° S0-<carioads - - $4.00 nertnnne (na change) ) e
" '100-carleads - $7.00 per tonne (previausly $6.00 per tonne) T e
- shuttle tralns* - $7,00 to $8.50 per tonne (previously $6.50 pertunne) —— e

,CN: " 25-car loads :*~ $0.00 per tonne (previously $1. 00 pertnnne) R
"7 T B50-car loads - - $4.00 per tonne (no change) - e T L

- T 100-¢ar loads - $6.00 per tonne (no change) T el e e

- shuitle trams" ='87.00 per tonne (previausly SG 50 pertonne) o CUUTTUTTLIITIZIULL L

e A shur[le train is @ dedmated train'of 100 cars or.more rhat is loaded at one facmgy, moved ta e.xport posman, ————
unloaded In 24 hours and ratumned to the next polnt af ang/n Gram campames cammrt ta 2 f ed number of, tnps

In arder lo max:mrze the shuttie train rncentfve ’ R e e e

The ability to fully capitalize on the efficiencies and economies of scale within the western
Canadian grain handling system remains dependent upon the regulatory environment.
Reguiation exists in many facets of the business, despite attempts by the industry to
encourage deregulation over the past five years.

The amount of revenue generated by railway companles through the grain handiing system is
regulated. The Canadian Wheat Board also plays a significant role in the grain transportation
system, due 10 its monopoly over the export of western Canadian cereal grains.

The role of the CWB In grain transportation has been steadily evolving. In an effort to move
to & more deregulated commercial environment, the CWB and the industry agreed in 2001 to
a tendering process whereby not less than 25% of total business volumes from the CWB in
2001 and 2002 and not less than 50% in 2003 would be put to tender. Grain companies bid
on the right 1o supply the grain and, if awarded the tender, receive rallcar supply outside the
regular CWB allocation process.

Tendering was limited in 2001, as most of the largeér grain companies did not participate,
awaiting further clarification of the rules. In 2002 and 2003, despite two years of back-to-
back drought, tendering was successful in improving system efficiency. According to the CWB,
the cost savings enjoyed by Prairie producers resulting from tendering and related processes
such as freight and terminal rebates and performance penalties in 2002 and the first nine
months of 2003 totalled $61.5 million. '

On August 7. 2003, the CWB made the decision to change its tendering program because of
complaints by a numnber of smaller players who were having difficulty competing in the more
commercialized environment. A new policy was implemented the week of October 19, 2003,
reducing the tendered portion of the CWB program to 20% for fiscal 2004. The remalning
80% will revert back to an allocation formula, based on a grain company's previous 18-week
producer deliveries. Approximately one-quarter of the railcars in the allocation will be awarded
two weeks in advance to allow companies to more accurately plan their shipments. The Pool ;




believes the program changes do not encourage long-term system efficlency and will reduce
the ability of grain companies to maximize their multi-car loading systems, thereby reducing
the savings available to producers through rail incentives. However, the extent of the impact
on the industry is yet 16 be fully measured. The Pool believes market share will begin to
mirror & company’s storage capacity, with galns being achieved at a slower rate and primarily
through system consolidation. For fiscal 2004, the Pool expects Prairie market share in the
range of 22% to 24%.

~With respect 10 the company's agri-products operation, the Pool is involved at various
levels of the value chain in the fertilizer business through its ownership interest in WCFL,
and In the seed business beginning with seed research and development through to sales.
In crop protection products, the Pool is involved through IPCO, a chemical formulation
plant located in Manitoba, as well as at the retail level. The Pool's market coverage is
extensive. Approximately 90% of the Pool’s customers are located within 30 to 40 miles
of a Pool facility.

lts interest in WCFL provides the Pool with supplies of low-cost fertilizers sourced from
WCFL's 34% ownership interest in Canadian Fertlllzers Limited, a fertilizer manufacturer.
in addition, the Poo! recelves patronage dividends each year fram WCFL based on the
amount of fertilizer it purchases through that company.

Crop mix is an important driver in the agri-products industry as crops like wheat and barley
require substantially fewer crop inputs than speclal crops and canola. For example, producers
invest approximately $80 per acre on a canola crop, which includes the seed that they typlcally
purchase each year. For wheat, approximately $20 per acre is invested, and for certain
varieties, the wheat can be te~seeded from the previous year's harvest. The amount of
agri-products the Pool sells is therefore dependent upon seeding intentions and the company
must be fiexible and timely in the purchase of its products for the heavy spring selling season.

Fertilizer pricing 1s also a business driver for agri-products operators. Natural gas is an
important component of fertilizer and as its price fluctugtes so do fertilizer prices. Producers’
buying behaviour, bath in ferms of timing and quantity, will change depending on pricing. As

a result, companies must monitor pricing to secure fertilizer at the right time and be flexible
with supply to ensure the demand will be met during the application period.

The agri-praducts business requires substantial working capital. Over the past three years,
the Pool has focused on reduclng its working capital requirements in this business. The first
major initiative involved the outsoureing of agri-products financing provided to producers, to
Farm Credit Canada. This eliminated Poal financing, which ranged between $100 miilion and
$200 million per year. At the same time, it provided producers with lower<cost, longerterm,
financing to support their on-farm cash management strategies. Since 2001, the Pool has
also reduced its net-owned agri-products inventary by 65% by eliminating a number of
product lines and by selling and exiting product lines with lower turnover rates. This has
allowed and will continue to allow our agri-products sales force to focus on products that

_ Eenerate higher returns. :

Barriers o entry into the agri-products market are low. A significant number of smaller
independent retailers aiready enjoy the largest share of the market. Customer service
strategies that allow the Pool to bundle its seed, fertilizer and crop protection products with
its financing and agrondmic services will be key to retaining and growing market share in
the future.
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SUMMARY OF CONSOLIDATED RESULTS

Because of the Pool's recent restructuring and the revaluation that was completed effective
January 31, 2003, financial statements for prior periods are not comparable. Sales and
EBITDA remain comparable on a 12-month basis; however, the remaining income statement
items such as depreciation', interest and earnings are not comparable because of the
comprehensive revaluation of assets, liabilities and equity.

-

l

"I

RIENTATION OF SALES AMD OTHER OPERATING REVENUES

in fiscal 2003, the Pool adopted a new Canadian Institute of Chartered Accountants (CICA)
standard regarding recognition of revenue. This standard applies to the company’s and the
industry's handling of grains on behalf of the CWB. As & result, the Pool's sales and other
operating revenue no longer reflect CWB gross billings. Far CWB grains, the income '
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statement will reflect the tariffs that are received by the Pool on those purchases, For non-
Board grains, the gross value of those grains and oilseeds will remain in the Sales and Other
Operating Revenues category. The change also results in the classification of those amounts
due from the CWB as accounts receivable as opposed to recording CWB grain as inventory.
which was the previous practice. It is important to note that this change in accounting policy
has no impact on the earnings or retained earnings of the company. The net effect of this
change on sales is as follows:

“Gross Blliings. ... . 77 L TTTem T L
(ln mllllons) I e T _ T S FlSCEL_ZDDE T T FISCAL 2002
Grain sales and service revenue . . TR $ 7528 oo g- 9172
Sales anu service revenue - other segmems T . - "7 1,086.3
- Sales and sendce revenuas L "".:.’ - . ‘. ‘ " - 13982 P o [o
- CWB giss billings’ (now excludedl S R X Rt £/ 4:)
. Gruss billings L. R 1.918.1 e el . $27814 .
~Sales and stiier uperatlng revemies . . T o _:_M___..-'._-"'- R
T Sales’and sewvice evenues ... . T TTUTTTUIIoL Lol $ 13982 S8 2,0035
- Canadian Wheat Board tartffs T e 308 o=t vt 502
. 'I'utal sales and other operating revenues - - - - LT s 1,429.1 o ~$-2 0_53 7-

Sales and other operating revenues of $1.4 billion are down from the previous year by

$625 million. Approximately 70% of the variance relates 1o sales recorded in the 2002 fiscal
year from-companies that were sold in that year. The remainder relates to the impact of
drought on grain handling volumes and on the guality of commeodities available for export.

Partially offsetting the decline were sales increases from the Pool's Agri-products segment.
Renewed moisture in the spring of 2003 drove spring fertilizer sales, while heightened
grasshopper populations increased demand for crop protection products. The Agrifood
Processing segment also realized sales growth due to Can-Oat's continued commitient

to securing supply agreements with key food processors.

Selling and administrative expenses for fiscal 2003 were $51.7 million, down from

£76.5 million in 2002. This primarily reflects the sale of certain businesses in 2002 as well
as the Pool's continued commitment to managing its core operating costs through the last
two years of drought.

Earnings before interest, taxes, depreciation and amortization, or EBITDA, were $15.5 million
for fiscal 2003, which includes an $11 million grain insurance recovery and compares to
$73.7 million in 2002. Approximately $13 million or 22% of the variance against 2002
relates 10 companies that were sold In thal year. The remainder Is attributable to weather
that cut western Canadian production by 45% and dramatically reduced industry shipments,
combined with low pork prices in fiscal 2003 that negatively affected Heartland Pork results.

Interest and securitization expense of $65.6 million in fiscal 2002 included $45.7 mlllion in
interest costs associated with the Pool's consolidated operating lines, term bank debt and
$300 million in medium term notes, $7.8 million in securitization expenses and $12.1 millien
in deferred financing costs. Far the six months ending January 31, 2003, prior to the
restructuring, the Pool's interest and securltization costs related to this debt structure
totalled $21.1 million with an additiona! $5.6 million in non-cash deferred financing costs.




Post restructuring, cash interest costs will decline considerably reflecting the new capital
structure that was established effective January 31, 2003. Interest costs for the last six
months of fiscal 2003 related to the finarcing provided by the Pool's bankers and senior
subordinated noteholders, were $23.8 million. This included $18.1 million in cash interest
and non-cash interest of $5.7 million associated with the accretion of the senior
subordinated notes and the debt component of the convertible subordinated notes. (Accretion
is the accounting concept where discounted financial statement balances are increased on a
systematic basis to eventually equal their face values at maturity.) Deferred financing costs
were eliminated as a result of the revaluation process.

Depreciation and amortization of $70.2 million in fiscal 2002 and $25.8 million in the first
six months of fiscal 2003 reflect the pre-restructuring asset values on the balance sheet.
For the last six months of 2003, amortization was $12.6 million primarily reflecting the
amortization associgted with the falr value of property, plant and equipment determined on
January 31, 2003 - the fresh start application. In fiscal 2004, the company expects annual
charges of approximately half the historical pre-restructuring levels.

Earnings before interest and taxes, or EBIT, for the 12 months ended July 31, 2002, were
$2.7 million, prior to losses on disposals, organizational restructuring and other provisions.
For the first six months of fiscal 2003, prior to the financial restructuring, EBIT was a loss of
$28.0 million. For the last six months of fiscal 2003, the company recorded positive EBIT of
$5.1 million.

For fiscal 2002, the Pool's loss prior ta disposals and other provisions was $42.1 million and
the consolidated net loss was $92.2 million or $2.48 per share. For lhe first six months of
fiscal 2003, the consolidated net loss was $34.4 mlllion or $0.92 per share. For the last six
months of fiscal 2003, the consolidated net loss was $15.9 million or $0.27 per share. The
calculation of earnings per share for the last six months of 2003 includes the net loss of $15.9
. million and the $11.5 million related to the accretlon of the equity component of the convertible
subordinated notes and a weighted average number of Class B shares of $2.9 miillion.

SEGMENT RESULTS

GRAIN HANDLING AND MARKETING

The Pool's Grain Handling and Marketing segment shipped 4.8 million tonnes of grains and
oilseeds in fiscal 2003, down 35% from the previous year. This was a direct result of the
2002 drought that slashed western Canhadian production by 459%.

While the Pool's share of producer deliveries in Saskatchewan grew by one market share
point during the year, the company’s overall western Canadian market share finished the year
at 21.1% compared to 22.8% last yeer. The decline reflects reductions in Saskatchewan's
and Alberta’s share of total production and marketings compared to non-drought areas of
Manitoba where the Pool's presence is less pronounced.

Annus] Volumes to July 31 = .. "o 0L

(thousands bftonnes) ~ ~ ° .- .. ' L FISCAL'2003 -. . ""FISCAL 2002 ......INCREASE/(DECREASE) -
Primary elevator shipments™ =7 = ST 4,760 Ul o 7316T . T 35%
-Terminal. operations The e T e T T T e - S
VancoiVer - R ern 2086 T TR
Thunder Bay 35z L eo..cil23z e i
Sharg o ffiliates s I ST

- 3,998 '

_Total tarmilnal aperations
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Industry exports for the year totalled 12.6 million tonnes, down 41% from the previous year,
and less than half the level achieved In 2001. Port terminal recelpts were down 42% for the
industry, 59% through Vancouver. The temporary closure of that part last fall, along with
decreased CWB grain shipments from West Coast draw areas, were the primary factors in the
62% decline in receipts at the Pool's Vancouver terminal.

EBITDA from thils segment for fiscal 2003 was a loss of $1 million compared to earnings of
$28 million in fiscal 2002. The variance was attributable to large velume declines and lower
margins resultng from poor crop quality. EBIT from this segment in 2002, prior to provisions
was a loss of $56.3 million reflecting the drought in that, year. For the first six months of fiscal
2003, prior 1o restructuring, EBIT was a loss of $7.7 million, which included amortization of
$14.9 million. For the last six months of the year, EBIT was a loss of $11 million including
$4.6 million in amortization expense.

AGRI-PRODOUCTS

Agri-products sales for the year grew by $7 million 1o $443 million driven by a 17.6% increase
in fertilizer sales due to higher prices, partlally offset by lower crop protection product sales
in the fall due 1o wet weather.

EBITDA for the full year was $23.5 million, which compares to $21.8 million in fiscal 2002.
The 2002 results included an additional $5.9 million of service charge revenue associated
with an in-house agri-products financing program that has since been outsourced. Excluding
those service charges, EBITDA grew 47% due 10 higher sales volumes in the final six manths
of the year resulting from an enhanced focus on new pricing strategies, customer solutions
and margin improvements, particularly in fertilizer and seed. o

EBIT for the segment In fiscal 2002 was $10.2 milllien, prior to provisions, For the first six
months of fiscal 2003, EBIT, after amortization of $3.7 million, was & loss of $9.8 million.
in the final six months of the year, the segment earned $25.0 million before interest and
taxes, a reflection of strong demand during the growing season for all major product lines.
Included in the final six-month period was $4.4 million In amortization. The increase in
amortization between the two six-month periods reflects the revaluation of asssts.

AGR{-FOOD PROCESSING

The Agri-food Processing segment generated sales for the full year of $130 million versus
$128 million, after excluding the fiscal 2002 results of companies that were sold in that year.
The.increase was driven by a 6% sales improvement at Can-Oat Milling, which more than
offset an 8% decline at Prairie Malt Limited.

EBITDA for the full year was $15.3 million, which compares to $23.1 million the previous
year, after excluding companies sold in 2002. CanOat's performance remained relatively
strong while Prairie Malt experienced margin declines due to depleted supplies of quality malt
barley In Western Canada, which forced them to source raw commodities from other regions
10 meet customer demands.

EBIT for the segrment in 2002, prior to the loss on disposal, was $20.3 mlllion. After
excluding companies that were sold in 2002, EBIT for the year would have been $16.8
million. In 2003, the Pool's Agri-food Processing segment generated EBIT of $3.8 million in




the first six months and an additional $6.4 million in the final six months of the year. There
was no significant variance in amortization charges in the two periods.

DTHER

Sales for the entire segment in fiscal 2003 totalled $75.6 million, down from $107.8 million
with the decrease representing the sale of feed mills and a newspaper publishing company
in fiscal 2002. Heartland Pork marketed 360,000 hogs in fiscal 2003, down slightly from
370,000 last year.

The segment produced an EBITDA loss of $7 million for the full year, which compares to
earnings of $4 million last year. Segment EBIT in 2002 was a loss prior to disposal of $5.3
million. In fiscal 2003, the segment had an EBIT loss of $6.3 million in the first six months,
which included $4.4 million in amortization. For the final six months, the loss was $6.4
million, which included $1.1 million of amortization expense. The primary reason for the poor
results for this segment was a combination of extremely low heg prices and higher feed costs
that (ed to poor margins for the year.

LIQUIDITY AND CAPITAL RESOURCES

Frosh Siart Accounting - Balajce Shest Adjustmsnts

The company successfully completed the restructuring of its senior secured debt in the third
quarter. The financial reorganization has been accounted for using the principies of fresh
start accounting with an effective date of January 31, 2003. Under this treatment, the Poo!
was required to adjust the value of ts assets and liabilltles to estimated falr values to reflect
the fair value of its equity.

Following is @ summary of the longterm debt outstanding as reflected on the January 31,
2003, balance sheset:

Longterm debt: - = . S

(?n'th'oli;ands) . e e PRINCIPAL Lo JANUARY 31, 2003 .

S eI T AMOUNT -l BALANGE SHEET .

" SERer batk dent - e LT L1 $100,000 s T 100,000 -

“*Senior'subardinated debt! (81%) : e 5150 000 “:3om. 0 (121,500 .

% Convertible sutordinafed notes debt l:ump:ment2 "": Tl T cee— o TTTT 22,234 -
“=EEEQther Inng—term debt e LR SEETECL 5 29, 573 e C ' 29,673 ¢

_”‘_.._.'_‘.: = T,‘ T ' T "'.. . '..” . R "--L ' . -."."—"-': ‘_l'.'.' 7-'-;:#: . _———$ 273'407

Follawing is a summary of the equity outstanding as reflected on the January 31, 2003,
balance sheet:
Shareholders™ equlty' st Cremas T R

(Inthoussnds) ULl TR T e =T ~ S DL e

- -Conyertible. suburdmated notes - pnncnpa1 amount?. - o e T T 8255000
.. [ess portion allocated to Issued sharé capital . . e R - 1- 19
Léss Tair valpe adgustmenl (30%) T A T o T (68,013) ..
' Lzss debt componen! el D e LT e (22,234)
. "._. T == '..'.—"'T':‘ s AT .'..' oot cee et .'."'. ' i . P . 156‘265
Class B non—votlng shares (60,363, 256 outstandmg at $0. 37’/share) T e . 2233
R T i 8178601
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1The difference between the principal amount of the senlor suberdinated notes and the fair
values recorded on the balance sheet will be accreted over their life as interest expense
{non-cash).

2The present value of the interest payments that may become due on the convertible
subordinated notes in 2008, 2007 and 2008 (should the company meet certain financial
thresholds) has been recorded as long-term debt on the balance sheet. This component will
accrete up to the amount of the interest payments that may become due. The accretion wili
be charged to interest expense (non-tash). The financial thresholds are based on cumulative
consolidated EBITDA less cumulative consolidated cash interest expense (excluding interest
on the convertible subordinated notes but including securitization interest expense) from
fiscal 2003 up teo and including the test year.

Test Year Threshold

2006 $235 million
2007 $340 million
2008 » $450 million

If the threshold is exceeded, then Interest that accrued during the test year, 1o the extent

of the excess, will be paid in cash on December 31 of the suhsequent test year. For greater
certainty, in the event that the threshold is exceeded in any test year, interest accrued for
any prior year will not under any circumstances become cash payable hut will continue to be
accrued.

For the 2008 test year, the cash interest payabte (if any) would be payable at maturity
(November 30, 2008). For greater certainty, any such cash interest payable could not be
converted into equity by the company pursuant to its general right of conversion of all
principal and accrued interest on that date.

3The convertible subordinated note is recorded as equity on the balance sheet given the
company’s right and ability to converl Lhe notes to equity upon maturity. Based on current
expectations, the company believes it is likely to convert the notes to votlng equlty shares
in Novernber 2008, The equitly portion of the convertible subordinated notes will be accreted
over the life of the instrument to the principal amount plus accrued (non-cash) interest, with
this accretion recorded as an adjustment to retained earnings.

Fixed assets were revalued using the discounted cash flow method and to align with the
new equity and debt values. Goodwill has been entirely eliminated, as is general practice
in comprehensive revaluations.

Further details with respect to the restructuring are provided in Note 2 to the consolidated
financial statements.

Working Capital

The new accounting policy that requires companies 1o record revenue associated with the
purchases of Board grains from producers on a net basis (see Summary of Consolidated
Results — Presentation of Sales and Other Operating Revenues), results in the classification
of those amounts due from the CWB as accounts receivable as apposed to the CWB grain
being recorded as inventory, which was the prevlous practice. This change resulted in an
increase in accounts recelvable and a corresponding decrease in Inventory at January 31,
2003 of $101 million. At July 31, 2003, the adjustment was $113 million, '




Current assets were $398 million at July 31, down $38 miliion from January 31. A decrease
of $69 mlllion in inventory and $13 miliion in cash in trusl was partially offset by an Increase
of $17 million in short-term investments held by joint ventures and 2 $26 million increase in
accounts receivable. Lower inventories were mainly due to iower levels of non-Board grain in
stock. The increase In accounts receivable relates primarily to amounts due from the CWB.
The current ratio was 1,31 at July 31 compared to 1.30 at January 31,

As part of the financial restructuring, the company obtained a $240 million asset-backed
revolving credit facility with its bankers 1o finance working capital needs. Drawings on the
facility at July 31 were $118 million including $25 million related 1o letters of credit and
similar instruments required to operate an agri-business. Availability under the facility Is
determined by reference 10 the level of inventories and accounts recejvable. An additional
$43 million was available to draw on the facility as at July 31, 2003.

Cash Flow Information

Cash flow from operations was $1.9 million for the six months ending July 31, 2003, and
cash flow used in operations was $26.4 million for the six months ending January 31, 2003.
These results reflect the impact of significant volume decreases due to drought.

Although grain deliveries for fiscal 2004 will fall short of normal levels, cash flow from
operations is expected to improve significantly in fiscal 2004.

Capital expenditures were $2.4 million for the six months ended July 31, 2003, and were
$3.4 million for the six months ended January 31, 2003. Capital expenditures are expected
to increase to approximately $20 million for fiscal 2004 and will be primarily directed toward
maintenance spending.

Tutal Dbt
-Gnmiflensy 77RO e ‘_’”'-“ L. - TITTTTTEL T JAdLY 31,2003 JANUARY 31 -2003 -
- Bank lnaebledness and short term borrowlngs T Y ¥ 1} A ".$138 -
- Member demand [pans and shares T e LT s w7 -:.-..—8
__Long-tefm deht due in aneyear T o T T TR e e A
Tota‘shurt—term debt | -2 Lot e & . L 153 -
TBanktermloan T aeeemem 0T T e T e 20 T
- Z-Senior subordinated note ———-;. e e e T o - 125
. Convertible subordinated o€ - debt cnmponent s T T e e e 24
~ - Members' term loafls T - e T -
" Subsidiaries and proportionate sharz nf ;omt Véritire debt ST T .2
* Total longterm dent - : .t. 288

.Totaldebt ~ ~-==-o . o I $406
The bank term loan decreased by approximately $9 million durlng the six months ended July
31, 2003, due to a repayment from the proceeds of certain asset sales n accordance with
the credit agreement with the company’s bankers.

Interest is payable monthly on the bank term loan. Under the terms of the loan agreement,
blended payments of interest and prin¢ipal commence on October 1, 2004, if certain EBITDA
thresholds are met. Otherwise these payments commence October 1, 2005, Given the
smaller than normal harvest this fall and low catryout of grain stocks, no principal
repayments are expected to be made on this loan until October 2005.
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Interest is paid monthly into a trust and distributed quarterly to the holders of the senior
subordinated notes. No principal payments are due until maturity on November 29, 2008.

The Pool's total debt-to-equity ratio at July 31, 2003, was 71:29 (January 31, 2003 - 71:29)
and its longterm debt-to-equity ratio was 63:37 (January 31, 2003 - 61:39).

Cogvertible Subordinated Noes

Convertible subordinated notes with a principal value of $255% million were issued under the
Pool’s financial restructuring initiative. Each $1,000 of notes is convertible, at the option of
the holder, into approximately 2,227 shares at any time prior to the November 30, 2008,
matunty date. Conversions of the notes 10 July 31, 2003, were as follows:

e T e T TR T T T cONVERTIBLE NOTES -:x _CLASS B
(|n thnusands) .. Clee . T Tz, oL FACE VALUE R SH#RES s
__Outstandlnglanuary 31 2003 T LT "._.“.'t'.",,_.‘__""‘.i;.___“;““"'..' - 5255 000 - ';'..'.___., GO 363 |
_Converslons to July 31, 2003 - Sl T R N - ' 1 1 7) N -111.744'
AR, o i v . "$204828 - . 172407

At maturity, the Pool has the right to convert, subject to certain conditions, the convertible
subordinated notes into shares of a single class of voting common shares of the company
that represents 90% of the outstanding shares of such class on a fully diluted basis,
provided that any payments to or conversions by holders of such notes Into Class B
non-voling shares prior to maturity proportionately reduces this 90% conversion ratio.

On the July 31, 2003 balance sheet, $131 millioh of the convertible subordinated notes
has been classified as equity and $24 million has been classified as debt. The difference
between these amounts and the par value of the convertible subordinated note of $205
million is being accreted over it$ remaining life.

liebt Ratings

The following debt ratings have been assigned by Dominion Bond Rating Services
and Standard and Poors (previous rating in brackets — NR means not rated, SD means
selective default):

PR, IS - . heee

mrma Acsncv COHPOHATE RATING BANK DEBT ’ _'SEmoB_' NGTE"— _~_'-. CONVERTIBLE HDTE
"Dominion Bénd Rating Séivices B stablé (NR) — R (€)™ ==+, Blow +(C) -+ TR (NRY-:
Standa(d and Poors - cTo. ‘B stable (SD) - . TB.:-(D) T __”CACCt._ (D) R CeeH “(N_R) T -

Cofined Bansiit P<nsion Plan Surplus

The company’s defined benefit penslion plans had a combined surplus of $37.1 million at

July 31, 2003. The current service cost for these plans is expected to be approximately
$1.1 million for the year ending July 31, 2004. No employer contributions are expected to
be made to these plans in fiscal 2004.

LOOKING FORWARD

For fiscal 2004, the grain available to the elevator system in Western Canada is expected to
increase from the previous year to 26 million tonnes, but still remaln below the 33 million in
a normal year. This Is a result of crop production levels that are estimated to finish 15% :




below the five-year average due to sustained heat during August, in addition to a percentage
that producers will hold back and carry into 2005 fiscal year to replenish grain reserves. The
Pool expects its shipments to range from six to seven million tonnes for the year and remains
optimistic that weather conditions in the spring will suppert a normal agri-products sales
season. Management believes that flscal 2004 earnings and cash flow will recover
significantly based on these assumptions; however, the extent of the recovery remains
dependent upon moisture levels and weather conditions throughout the agri-products sales
season next spring.

RISK MANAGEMENT

As part of its business environment, the Pool faces certain risks, which include weather,
strategic, market, financial restriction, regulatory, credit, foreign exchange, property and
liabitity, and environmenta! risks, as well as those arising from its reliance on computerized
business systems. These risks are managed in a variety of ways.

Govamance and Gvarsight

The company’s Risk Management Committee (the Committee) is responsible for assessing
enterprise risks and implementing strategies to reduce the company's exposure. It is a senior
management commitiee with the mandate to implement an enterprise risk management
program for the company that contributes to maximizing shareholder value. The Committee
meets regularly to assess risks and direct risk mitigation activities designed to ensure
achievement of the Pool's objectives. Regular reports are provided to the Audit Committee of
the Board of Directars.

Weaihar Risk

The Pool’s most significant risk, as an agri-business operator, Is the weather. The effects of
weather conditions on crop quality and production as well as Canadian export levels of grains
and oilseeds present significant operating and financial risk 1o the Peool since volume is one
of the major drivers of performance in the Grain Handling and Marketing segment. The level
and mix of agri-product sales are also dependent on weather, as well as commodity price -
expectations and projected supplies of grain in Western Canada. These factors determine
crop selection by producers at seeding time, which drives demand for agrl-products. Crop
selectlon decisions are critical since certain crops require significantly more inputs than
other crops. The Pool's agri-products group works closely with its grain'group to assist in
anticipating producers’ seeding intentions and managing agri-product inventories accordingly.

The Pool has mitigated its exposure to wesather with the expansion of its grain handling and
agri-products business into Alberta and Manitoba. Having facilities in these two provinces,
where half of Western Canada’s grain s grown, should help 1o reduce weather-related

~ production risks and provide additional marketing and transporiation options. Handling of
open market grains and special crops is also expected 10 help mitigate the risk of year-to-year
production changes and export shifts between Board and non-Board grains.
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Srratagic Risk
The Pool’s vertical integration through certain agri-food processing businesses, while

providing alternative revenue sources and opportunities for higher returns, exposes the Pool
to market risks and other factors associated with such businesses.

A significant portion of the company’s sales are derived from Its Grain Handling and
Marketing segment. Earnings for this segment fluctuate substantially based on the volume of
grain handled and the margin earned on the purchase and sale of non-Board grains. In the
case of Board grain, the Pool earns storage and handling tariffs from the CWB, which are
established independently of the market price for grain.

The Pool ships Board grain — wheat and barley sold by or on behalf of the CWB — into the
export and domestic markets. For these grains, the company’s risks are reduced in part
through the terms of formal legal arrangements between the Pooj and the CWB. The
arrangements provide for full reimbursement of the price paid to producers for grain as well
as certain costs incurred by the Pool. Adverse impacts may be experienced by the company
where its handling of Board grain results in a loss of grade or, in the case of the CWB's
tendering program, if the Pool fails to meet the requirements under the tendering contract.
The Pool particlpates in the CWB Accredited Exporter Program. Risk of commodity price
mevement is reduced for grain handled under this program, which Is structured as 3 flow-
through of product to the end-use customer.

For other grains and oilseeds that It purchases, the Pool faces the risk of movement in price
between the time the grain is purchased and the time that it is sold. Hedging, where such
opportunities exist, reduces this risk. Hedging is the placing of an opposite position in the
futures market 1o that held in the cash markel to minimize the risk of financial loss fram an
adverse price change. )

The Poocl maintalns, to the extent possible, a fully hedged positian on all non-Board graln
purchases and sales. This is accomplished by hedging all purchases and sales of nan-Board
grains through regulated futures markets. Because of the size of future contracts and certaln
time constraints, it may not be possible to be fully hedged at all times. in order 16 avoid
material risk 10 its earnings, the Pool has employed the use of pasition limits. Special crops
are more difficult to hedge, as no reguiated futures market exists for these commodities and
the hedging instruments available lack liquidity. Where possible, financial exposure 1o
unbedged purchases and sales is reduced by back-to-back buying and selling.

finaneizl Reshintions

The credit agreement with the company's bankers and the Trust Indenture for the senior
subordinated notes and the convertible subordinated notes contain provisions that require
the company 1o comply with certain financial restrictions. The Pool is required to meet
certain financial tests Including minlmum levels of cash flow, @ minimum current ratio and
a maximum annual level of capital expenditures. In addition, these agreements limit the
ability of the company and its subsidiaries to Incur additional indebtedness and make
additional investments.

The company's ability to comply with these agreements may be affected by events beyond its
control. The company may require the consent of its fenders to undertake certain transactions,




" such as mergers or the sale of assets or businesses. Substantially all of the company's

assets have been pledged to secure the existing funded debt of the company.

Fsgulatary Risk

Risks and uncertainties associated with world grain markets, including World Trade
Organization rules and compliance with the 1994 GATT agreement, economic conditions,
economic aid and political stability in importing nations, economic conditions and political
stability in producing nations and the level of trade subsidies provided by governments to
producers in grain exporting nations all have an effect on the Canadian grain industry, the
company and its producers. '

Cradit Risk

The Pool Is exposed to credit risk in connection with credit provided to its customers. The
Pool manages credit risk through adherence to its established Gredit and Collection policies.
These policies cover the Pool’s agri-products and commercial grain credit facilities, as well as
the credit facilities for Can-Oat and the Heartland Group of Companies.

The Credit Policy dictates that all credit customers must apply for credit privileges and receive
an approved credit limit prior to any extension of credit. [t also sets out the terms and
conditions of continuing credit sales. The Collection Policy provides the framework that
details the timely and systematic approach to coliections of any past due accounts. Any
exceptions to the Credit and Collection policies require the written approval of the Pool’s
executive management. It Is the responsibility of ail divisions to take steps to help ensure
that sufficient and appropriate systems, procedures and practices are in place to facliitate,
maintain, monitor and report on compliance with the policies.

The Pool has actively pursued a payment and country risk minimization strategy for offshore
customers through the use of export flnancing arrangernents, stratedic business alliances
and country risk reparting. Export financing payment arrangements include cash prior to
unloading, cash against documents and obtaining confirmed letters of credit.

The discovery of a single case of Bavine Spongiform Encephalopathy (BSE} in northern
Alberta was announced on May 20, 2003. All countries immediately closed the border to
Canadisn cattle and beef, although a few, including the United States, have since opened the
border to beef from younger animals. Cattle and beef prices in Canada have declined
substantially and are not expected to return to pre-BSE levels for years to come. This will
reduce producers' cash flow and could affect the level of agri-products purchases, in addition
to increasing the risks associated with producers’ credit. '

Forelgn Taenangs Risk

Significant portions of Can-Oat's oat products and the Pool's hon-Board grains are sold into
the export market and are priced in U.S. dollars. Can-Oat and the Pool hedge substantiaily all
foreign currency transactions using options, futures currency contracts or forward exchange
contracts, and through the use of natural hedges created by offsetting transactions.
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Property and Liability Risk

The Pool, directly or through its affiliate, Canadian Pool Agencies Ltd., conducts annual risk
management reviews of each of its operating dlvisions and whally owned subsidiaries to
ensure that appropriate insurance coverage and loss prevention measures are in plage to
limit the property and llability risks faced by the company. As part of the review, all major
facilities are inspected and loss prevention programs are discussed with managers of each
facility. The Poof retains Canadian Pool Agencies Ltd. as its agent and broker in placing
insurance coverage for its facilities. '

The Pool's policy is to manegde its risks so that the company’s financial posltion is protected.
it has insurance pollcies that cover a variety of property and liability insurance needs.

Ervironmental Bisk

The Pool is subject to a number of federal and provincial faws and regulations relating to the
environment and the transportation, handling and storage of hazardous substances such as
certain crop protection products. In compliance with the Peool's commercial environmental
palicy, all properties have environmental site assessments conducted upon acquisition and
divestiture. Periodic audits are completed for all facilities and an annual status report is
prepared. The Pool responds to inquiries from producers and the public and provides
information regarding environmental trends, legislation and impending standards related to
agriculture and food production and processing, As a result of lts involvement in the hog
production business, the company has established an environmental protocol to govern those
intensive livestock operations.

There can be no assurance that environmental requirements will not change in the future,
that unanticipated environmental remediation will not be required or that the Pool will not
incur significant costs in the future in complying with sueh requirements.

Coinplitasissd Business Systems

The Poal places significant reliance on information technology. lts computer systems include
custom-developed and purchased buslness applications, both Tor information and processing,
and embedded systems, which support ongoing administrative and commercial operations. In
addltion, the Pool relies upon telecommunications services Lo interface with its widely
distributed business network and customers. The information and eémbedded systems of key
business partners and regulatory agencies, Including railway companies, the CWB and the
Canadian Grain Commission, are also important to the Pool's aperations.

The Poal has centralized the majority of these systems in jts data center and mitigates the
risk of interruption by contracting business resumption services to a third-party service
provider. Increased emphasis on operational performance of the Pool's custom-developed
applications has improved reliability and availability.

EBIT AND EBITDA DATA

The ESIT and EBITDA data provided herein is intended to provide further insight with respect
to the company's financial results, including its results on a segment-by-segment basis and
10 supplement Its earnings (loss) as determined in accordance with GAAP, The Pool's method
of caleulating EBIT and EBITDA may not be comparable to other companies in the industry.




EBIT should therefore not be used as an alternative to net earnings (less) as determined in
accordance with GAAP. Similarly, EBITDA should not be used as an alternative to cash
provided by operating activities as determined in accordance with GAAP.

FORWARD LOOKIMNG {NFORMATION

Certain statements in this annual report and this Management's Discussion and Analysis
are forward-looking and refiect the Pool’s expectations regarding future resulls of operations,
financial condition and achievements. Such forward-looking statements involve known and
unknown risks, unceriainties and other factors that may cause the actual results,
performance and achieyements of the Paol to be materially different from any future results,
performance and achievements expressed or implied by those forward-looking statements, A
nurnber of factors could cause actual results to differ materially from expectations, including
producers’ decisions regarding total seeded acreage, crop selection, and utilization levels of
farm Inputs such as fertilizers and ¢rop protection products; weather conditions; Canadian
grain export levels; changes in government policy and transportation deregulation: world
agricultural commodlity prices and markets; changes in cornpetitive forces including pricing
pressures; and global political and economic conditions, including grain subsidy actions of
the United States and the European Union.
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